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A Banker’s Diary 





THE past month has been arduous for all who try to peer into the business 
prospect. It has brought a spate of major pronouncements, official and 
unofficial, upon issues of high economic import. Unfor- 
Washington, tunately, it cannot yet be said that these weighty develop- 
Sydney ments have left the outlook much clearer. Irom the United 
and London States there has come the President’s series of annual 
messages to Congress; notably those on the “ State of the 
Union ’’, on agricultural policy and on the first completely Republican budget; 
and late in the month there came the anxiously awaited report of the Randall 
commission on America’s external economic policy. From the Commonwealth 
there have come many confusing unofficial reports and then the official com- 
muniqué of the Finance Ministers’ conference at Sydney. And in Britain 
the annual torrent of economic analysis and counsel from the bank chairmen 
has descended upon an economy much troubled by threats of labour distur- 
bance and a new round of wage increases. 
Three articles in this issue of THE BANKER are devoted to trying to chart 
a way through this impressive but bewildering sequence. The opening article 
gives first impressions of the Randall report, and considers again that over- 
riding question, the trend of American activity and economic policy—domestic 
and foreign—and the implications for the sterling area in the light of the 
decisions taken at Sydney. A further article examines some fundamental 
aspects of Britain's wages problem—and makes some radical suggestions 
backed by American experience. The greatest danger for Britain is that the 
risks inherent in these two problems might materialize simultaneously, so that 
the economy would find itself burdened either by industrial unrest or by a 
steepening rise in its costs at the very time when world trade was contracting 
and becoming more and more intensely competitive. These risks figured 
prominently among the themes of the bank chairmen’s statements, discussed 
in the article on page 73. _ 
THE Sydney conference, as our opening article records, devoted much thought 
to the policies to be followed by the sterling area in the event of a deepening 
American recession. But most of its proceedings were 
Financing based on a more optimistic view—so that its work, as 
the judged from the official communiqué, still appears as a 
Commonwealth development rather than a modification of the ideas and 
aims formulated by the two preceding conferences. 
Despite the disappointments of the past year, the Ministers reiterated their 
rejection of ‘‘ the view that any solution of our problems can be found in the 
creation of a closed system of discriminatory arrangements ”’ and reaffirmed 
their aim ‘“‘ to establish with other countries a wider system of trade and 
finance in which the convertibility of sterling is an essential part’”’. But 
they likewise reaffirmed, very categorically, the now familiar pre-requisites of 
any such advance. 
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The communiqué does, however, indicate two notable shifts of emphasis— 
in addition to that implied (and, of course, long known) in the tactful remark 
that “‘ the sterling area has a close interest in the European Payments Union ”’. 
There is first the affirmation that although efforts to achieve a dollar surplus 
must not be relaxed, “‘ it is just as important to-day that we should earn a 
substantial surplus in other non-sterling currencies. The primary task of all 
sterling area countries in the forthcoming year is to increase their earnings 
by intensive efforts over the whole field of exports ’’. Secondly, Britain has re- 
affirmed its promise to make a “ special effort "’ to provide finance for the 
Commonwealth, and now adds that it does so in the knowledge that this 
involves “‘ adequate ”’ internal savings and an adequate external surplus, as 
well as “‘ burdens and risks’ consciously undertaken. Overseas members 
have evidently construed these promises as implying that Britain’s contribution 
will be still larger in future. But, despite considerable pressure from some of 
them, Mr. Butler succeeded in securing retention of the principle that the basic 
criterion for development must be the contribution it makes to improvement 
of the balance of payments of the sterling area as a whole. It was agreed, too, 
that in judging requests for finance, Britain will continue to insist that the 
development is supported by an adequate contribution from local resources. 

At one point, however, Mr. Butler was obliged to make a notable concession. 
In future, Commonwealth Governments may approach the London market, 
after consultation with the U.K. Government, not only for loans that are tied 
to specific projects, but also for those “in support of general programmes of 
development ”’ that satisfy the over-riding conditions. The purpose of this 
concession is mainly to help Australia to sidestep certain constitutional 
difficulties; but the new procedure could open up an undesirable loophole. 

Meanwhile, two new channels of British investment in the overseas Common- 
wealth are being brought into action: the Commonwealth Development 
Finance Company is understood to be actively considering its first projects, 
and negotiations are in progress for further finance through the lending by 
the International Bank of a portion of the {60 millions of Britain’s sterling 
subscription that the Treasury has released for loans to sterling countries. 


UNOFFICIAL reports from Sydney made it plain that the conference took a 
moderately optimistic view of the immediate prospect for the sterling area’s 
balance of payments—always on the assumption, that is, that 
Prospect there is no sudden retreat to illiberal trading practices or any 
for the drying up of export markets. The total surplus with the rest 
Surplus of the world was indeed expected to drop sharply in the twelve 
months to June 30, 1954, to around £200 millions, compared 
with over {400 millions in 1952-53. Much of this deterioration is believed, 
however, to have taken place already. Part of it reflects the decline in export 
prices—notably of certain sterling area primary commodities—but the greater 
part results from an increase in imports into nearly all sterling countries, a | 
movement that is expected to be accelerated in coming months. It was, of 
course, inevitable that countries such as Australia, which clamped down so 
heavily on its imports in 1952-53, and others such as Britain, which had the | 
benefit of high stocks of imported commodities when it imposed its own 
restrictions, should in time revert to a more normal level of imports. 














1 YD met ee 


nnn O 


NY | 











4A BANKER’S DIARY 63 





A mitigating feature of the deterioration expected in 1953-54 is, moreover, 
that it seems likely to fall mainly on the non-dollar balance. A reversion to 
appreciable deficit with Europe is not, indeed, to be regarded with equanimity, 
as one-half of any current deficit incurred with the European Payments Union 
is already payable in gold, and this proportion could rapidly mount again to 
100 per cent. Yet in so far as it is a sign of a reduced dependence on imports 
from the dollar area the shift in the regional balance is to be welcomed; indeed, 
a good part of the swing is expected to occur in the balance with the true soft- 
currency countries (at the moment mainly southern Latin America and Japan). 
So long as this movement proceeds only so far as to cut down unrequited (and 
in some cases actually unpaid-for) exports, this is certainly the least disquieting 
aspect of the deterioration in the sterling area’s balance of payments. 

Meanwhile, towards the close of 1953 the reserves benefited even more 
substantially than had been expected from the arrivals of Soviet gold in 
London. In December, despite the payment of the annual instalment of $181 
millions for the service of the United States and Canadian credits, the reserves 
fell by only $43 millions, as our usual table on page 116 shows. Total receipts 
of Soviet gold in November and December are estimated at around $70 
millions; in these two months receipts of defence aid, at $44 millions, were 
not unusually high, and there was actually a net gold payment to E.P.U. of 
$11 millions. The true balance with North America and the rest of the dollar 
area thus comes out at $76 millions for the two months—not a very large 
sum for a period in which sales of sterling commodities are in season, but 
nevertheless the highest rate of surplus since last spring. 

The next few months should show the extent to which this improvement 
was a true reversal of the earlier trend; certainly, any sizable increase in the 
reserves will now have to come mainly from the direct balance with dollar 
countries. Despite the shortage of sterling of both the Soviet Union and its 
satellites, it would be unrealistic to place any lasting hopes on the continua- 
tion of relief from Russia. Receipts of American aid in dollars will inevitably 
tend to fall off in the future, though allocations of surplus farm commodities 
(which are of much less value to the reserves, even indirectly) will probably 
be stepped up. The balance with Europe will almost certainly deteriorate; 
in December there was a further deficit of £3.1 millions, involving a gold 
payment of nearly $4.5 millions last month. This deficit was admittedly 
almost wholly caused by an interest payment on the debit balance with the 
Union; but the trading account has still to feel the main impact of Britain’s 
liberalization of O.E.E.C. imports (to 75 per cent.) at the end of October. 


THE buoyancy of income tax during the first few weeks of the big tax-gathering 
season perhaps offers a chance that the Exchequer outturn for the full fiscal 
year may come nearer to the budget target than some 

Exchequer’s commentators deduced from analysis of the third-quarter 
Shrinking returns. Towards the end of 1953 the presentation of large 
Deficit supplementary estimates for the Ministry of Food (raising 
total supplementaries to no less than {151 millions) had 

aroused fears of another heavy shortfall this year. But at end-December total 
ordinary expenditure, at £3,088 millions, still showed a decline of £49 millions 
on that for the first nine months of 1952-53; this, admittedly, compares 
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unfavourably with the budgeted decline of £91 millions for the full year, but 
it seems improbable that the total will now rise to the full amount of the 
revised estimates. Ordinary revenue for the nine months totalled £2,543 
millions, a drop of {69.5 millions—or virtually the:amount by which the Chan- 
cellor expected it to fall over the full year. Hence at December 31 the above- 
line deficit of £546 millions showed a deterioration of nearly £21 millions, in 
contrast with an expected improvement of roughly that amount for the year 
as a whole (raising the estimated above-line surplus to £109 millions). 

Whether this shortfall can be narrowed (or even prevented from widening 
further) will depend very largely upon the performance of income tax in the 
next few weeks of peak collections. During the first fortnight of last month 
it yielded £330 millions, or £145 millions more than in early 1953, thus wiping 
out the net decline shown in the previous nine months; for the full year it 
was expected to rise by £46 millions, despite the {121 millions of concessions 
granted last April, principally because of the larger payments expected from 
companies, which are this year feeling the impact of Mr. Gaitskell’s suspension 
of the initial allowances. During the current quarter they will also be paying 
large sums in E.P.L., which at mid-January had yielded just over half the 
budgeted amount of {96 millions, and profits tax, which at the same date 
was still showing a rather larger decline than the budgeted £150 millions (a 
decline mainly attributable to the new “net” basis for this tax). There is 
no need yet, however, to assume that these estimates will not be realized. 
Most of the other items of revenue have been buoyant, especially excise. In 
this context it should be noted that the recent concessions in purchase tax (at 
negligible cost in this fiscal year and {2 millions next) carry no implications for 
the budget. 

While the out-turn of the ‘“‘ above-line’’ account remains uncertain, that of 
the ‘‘ below-line account will certainly better the estimates. By mid- 
January, net expenditure totalled only £319 millions, showing a decline of 
£140 millions, whereas for the full year the Chancellor env isaged an increase 
of £25 millions to £549 millions. A moderate part of this gain, being attribu- 
table to the Civil Contingencies Fund, is likely to disappear by the year-end; 
but the biggest contribution has come from a sharp reduction in lendings to 
local authorities (from £338 millions to £256 millions). Obviously they are 
turning to outside sources of finance much more rapidly than the Chancellor 
expected. The upshot is that at mid-January the “ overall ’’ deficit stood at 
£577 millions, compared with £716 millions at the similar date in 1952-53; 
the budget had envisaged a small increase, by £4 millions, to £440 millions. 


LOMBARD Street had a good year in 1953. Margins on Treasury bills were 

large enough to offset a slight reduction in their volume, whilst the losses 

arising in 1952 on running margins on bills and on the 

Profitable capital value of bond portfolios when Bank rate was 

Year in raised in March had been fully absorbed by the end ot 

Lombard Street that year. Moreover, the reduction of Bank rate in Sep- 

tember of last year gave the market a fair turn on the 

bills then in portfolio and the capital position was strengthened further by 
the rise in the already firm bond market. 

There is no means, however, of measuring the year’s profits in Lombard} 
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Street as a whole. Of the nine public companies, only three—the Union 
Discount, the National Discount and Alexanders—have accounting years to 
December 31; and as these are the giants of Lombard Street, particular care 
has to be taken in using their results as a guide to the general experience. All 
three houses registered considerable increases in profits in 1953—the Union 
Discount by £45,000 to the record level of £367,000, the National Discount by 
fully £72,500 to nearly £380,000 (also a record) and Alexanders by nearly 60 
per cent.—from £176,500 to £281,500, the best figure since 1946. Too much 
should not be made of the differences in these figures, as profits in Lombard 
Street are greatly affected by the particular incidence of taxation and by inner 
reserve policy. In the event, all three houses felt confident enough to take the 
opportunity of passing on something of their improved position to their 
shareholders. 

Only one house, however, made a straight increase in its dividend. Alexan- 
ders raised its dividend from the 173 per cent. that has obtained since the 
beginning of the war to 20 per cent.—and increased its total distribution 
further by adding a cash bonus of 5 per cent. The Union Discount paid its 
long-held rate of 10 per cent. on a capital increased by the two-in-twenty-five 
share bonus of last September. Finally, the National Discount maintained 
its distribution at 10 per cent. on the same capital, but its shareholders’ hopes 
for the future were raised by the announcement of the capitalization of £758,885 
from the share premium account, to be distributed to ‘“‘ B”’ shareholders in 
the proportion of one-for-three. 


WHATEVER the outcome of the political debate about the living standards of 
the British people last year, the statistical evidence that is available so far is 
unequivocal enough. Consumption almost certainly rose—for 
Better the first year since 1950—and small savings fell less than in the 
Living in previous year. Total personal spending on consumer goods and 
1953 services in the first three quarters of the year reached £8,089 
millions, easily the highest total yet reached. More significant 
is the fact that the real value of the three quarters’ spending was also at a 
record level; at the level of £6,500 millions at 1948 prices it was fully 3} per 
cent. higher than the £6,276 millions reached in the first nine months of 1952 
and more than I per cent. above the £6,425 millions of the same period of 
1951. The big rise in spending in 1953 started in the second quarter, under the 
stimulus of both the Budget and the Coronation; the real value of consumption 
was then {111 millions higher than in the first quarter, compared with a rise 
of only £64 millions in the second quarter of 1952. In the third quarter, how- 
ever, consumption rose by £62 millions in real terms in 1953 and by over {112 
millions in 1952. The increase in real spending in the two quarters was most 
marked in outlays on household goods; consumption of food, which had 
risen well above its 1952 levels in previous quarters, was by the third quarter 
of 1953 actually slightly smaller than in 1952. The trend of consumption in 
the last quarter of last year can be estimated only very tentatively; reports 
from large retailers suggest that it was roughly on a par with its level a year 
before, but that it was concentrated still more on non-food items. 
It is gratifying that the rise in personal consumption in 1953 went hand 
in hand with a decline in the rate of withdrawals of small savings, and there 
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are also signs that personal savings through other channels—including the 
building societies and life insurance offices—increased during the year. Net 
repayments of National Savings certificates and savings bank deposits fell from 
{115.8 millions in 1952 to £92.5 millions last year; this was only the second 
time since 1946 that the movement of these savings showed an improvement 
on the previous year. This improvement was fairly consistently maintained 
throughout 1953, and in early January of this year the trend appeared to be 
better still. In the single week to January 17 new savings reported exceeded 
repayments by £6.7 millions, compared with a surplus of £2.8 millions in the 
equivalent week of 1953. 

The fact that consumers as a whole were able to increase their consumption 
and their savings simultaneously during 1953 was undoubtedly in part a result 
of the very considerable gain in real income caused by the improvement in 
the terms of trade (estimated at {200-300 millions at 1952 prices) and by the 
increase, of around 5 per cent., in industrial production. But the—admittedly 
slight—improvement in the balance between spending and saving was cer- 
tainly not unconnected with the greater stability of prices that obtained 
during the year. That stability was in part reflected in the course of the 
active note circulation; despite the increase in the volume of spending, the 
expansion in the note circulation from the end-January low point to the 
Christmas peak was, at {191 millions, some £5 millions smaller in 1953 than in 
the equivalent period of 1952. 


THE past month has witnessed a continuance of the strength of sterling in the 
principal world centres; but, while transferable sterling was rising to new 
heights in New York—it touched $2.78}, actually within the 

Shunting official “ gold points ”’ for fully convertible sterling in London— 

through the Bank of England felt constrained to take steps to check a 

Beirut leakage based on cheap sterling in the Middle East. A market 

has grown up in Beirut (i.e. outside the sterling area) in the 
non-transferable sterling owned by sterling countries in the region, at rates 
that ranged from $2.64 to $2.69—a perceptible discount on the official parity. 
This sterling, which under British regulations is tenderable in payment for 
British exports only if they are made to the sterling countries concerned, has 
lately been increasingly used in payment for sterling area exports to the non- 
sterling territories of the Middle East, notably Syria, Israel and Egypt. The 
goods have slipped through the British regulations by the device of consigning 
them ‘ via Beirut ”’ to sterling destinations, and then of either retaining them 
in the Lebanon or of diverting them to other non-sterling territories—often, 
it appears, without the knowledge of the British exporters themselves. — 

The Bank of England has now moved to check this traffic by requiring, 
as from February I, an extra copy of all shipping documents to be submitted 
to it; it may also demand more comprehensive declarations about transactions 
and destinations and may even require exporters to “ pre-enter ’’ goods with 
the customs before shipment. It is a sad commentary on all the talk of 
promoting multilateralism in trade and payments that, despite Britain’s real 
success in making sterling scarcer and stronger, and despite the recent progress 
in cutting down restrictions, the Bank should still be imposing new policing 
to try to keep the brands of sterling watertight in their several compartments. 
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Dollar Cloud over Sydney 


activity and of foreign economic policy—was the constant ghost at the 

feast of the Commonwealth finance ministers at Sydney. There were 
many attempts to exorcise it, not only from the discussions but also from the 
communique, but they signally failed. This spectre even threatened at one 
moment to cause a serious rift in the Commonwealth lute. During the talks 
at the “ official ’’ level that preceded the Ministerial conference, a great deal 
of confusion appeared to arise on the question whether—and, if so, how far— 
the sterling area’s gold and dollar reserve should be used as a cushion for 
absorbing the shock of a sudden and appreciable diminution in the dollar 
earning power of the sterling area. These questions entirely miss the vital 
point that, if there were indeed a sharp shock, there would be no time for 
nice choices; the reserve would be used automatically, however quickly the 
sterling area might resort to discriminatory curtailment of dollar imports. 
These discussions, like the actual proceedings of the Conference itself, were con- 
fidential; yet the heat generated behind closed doors on this particular issue was 
clearly reflected in the unofficial reports—which indicates the sense of urgency 
with which the risks of recession were debated. It is indicative, too, of the lack 
of real understanding that still seems to prevail about the functions of Britain as 
banker to the sterling area, and of the gold and dollar reserve that it holds 
for the depositors. 


T act economic outlook in the United States—both in terms of business 





Was OPTIMISM MISPLACED ? 

In the actual communique issued at the close of the Conference, the uncer- 
tainties deriving from the American situation showed themselves most pro- 
minently in two important passages—one dealing with the outlook for world 
trade and the other with the convertibility plan, now officially rechristened 
as “the collective approach to freer trade and payments’’. In the first of 
these the Commonwealth representatives appear to have been confident almost 
to the point of foolhardiness. They “‘ stand prepared to take appropriate steps 
both individually and in concert with each other to sustain production and 
trade and the sound development of resources and to ensure that temporary 
economic fluctuations are not permitted to interfere with our progress towards our 
long-term objectives *’ (the italics are ours). Indeed, they go even further. They 
envisage the Commonwealth giving a lead to the non-dollar world and rallying 
its economic forces so as to counter and cushion any onset of depression from 
the other side of the Atlantic. This confidence seems to spring in part from a 
conviction that the shock to be taken will prove modest. Otherwise the 
communique would hardly have quoted President Eisenhower’s State of the 
Union Message to Congress: ‘“‘ This administration is determined to keep our 
economy strong and to keep it growing. At this moment we are in transition 
from a war-time to a peace-time economy. I am confident that we can com- 
plete this transition without serious interruption in our economic growth. 
But we shall not leave this vital matter to chance. Economic preparedness is 
fully as important to the nation as military preparedness.’’ One can almost 
hear the Commonwealth finance ministers’ cheer as this fine piece of Eisenhower 
prose descended soothingly upon their deliberations. 
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On the future of American foreign economic policy there was a comparable 
clutching at the more hopeful straws in the wind. Once again the communiqué 
refers to the State of the Union message and, in particular, to that section of 
it in which President Eisenhower asked for the creation of a healthier and 
freer system of trade and payments in which others could earn their own living 
and the United States economy could continue to flourish. The conference 
anticipated the report of the Randall Commission with an optimism that has 
indeed found some justification in the subsequently published recommenda- 
tions of the majority of that Commission; but the darkly contrasting tones 
of its dissentient members, and the tactical strength these members wield in 
the Congressional Committees that will deal with the recommendations, must 
temper much of that optimism. Reports from Washington suggest that 
a tremendous propaganda campaign—comparable with that which “ sold ” 
Bretton Woods to the American public—will be let loose on behalf of the 
majority recommendations. But this is an issue in which it would be wise to 
count no premature chickens. If, however, the eggs do not hatch, no imme- 
diate losses will fall on the sterling area countries, forbidding though the 
longer-term prospect may then become. In the short run, the disappoint- 
ment will be met merely by a still further protraction of the time table for 
the “collective approach’’. Although the communique mentions the con- 
vertibility of sterling as an essential part of the agreed objectives to which 
the Commonwealth pledges itself, it also enumerates the now familiar con- 
ditions that must first be satisfied—among them “ the prospect that trading 
nations will adopt trade policies which are conducive to the expansion of 
world trade’. On that particular score, therefore, all the necessary reserva- 
tions have been made in the definitions of policy; no necks are left sticking 
out invitingly. 

How FARES THE RECESSION ? 

The real and immediate danger, if the optimism of Sydney is misplaced, 1s 
more likely to arise from the course of American business over the coming year 
and from the possibility of a severe contraction in the volume and value of 
imports entering the United States. How do the omens point ? The year 
1953 certainly belied those who expected it to mark a resumption and deepening 
of the “ corrective recession "’ of four years ago—the recession that was halted 
in its tracks by the Korean war and its immediate inflationary repercussions. 
There have so far been no such disturbing trends as were then envisaged. It 
is true that there was a drop of approximately 5 per cent. in the level of United 
States industrial production between the all-time peak of the summer of 1953 
and the early winter months. It is also true that the national income was 
running at a level about 4 per cent. lower at the end of the year than at the 
peak. But these are very modest movements. 

The moderate slackening in activity has naturally been reflected in a 
decline in manufacturers’ unfulfilled orders, which have come down from about 
$75 billions a year ago to around $60 billions. Inventories, for their part, 
climbed almost continuously during the first nine months, but fell noticeably 
at the end of the year. Retail sales during the first eight months of the 
year were 6 per cent. higher than in the same period of 1952, but then, depressed 
by unseasonably warm weather, dropped well below the previous year’s level 
and left the total figure for 1953 only 2 per cent. higher than for 1952. Towards 
the end of the year the steel industry was operating at a mere 67 per cent. of 
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capacity, though the production for the whole year, at 112 million tons, was 
20 per cent. up on 1952—establishing a new high record with a good margin 
to spare. There were signs of over-production in the motor car industry, and 
towards the end of the year a number of firms were laying off workers. That 
particular evidence of recession should, however, be viewed with special care. 
Workers are normally laid off in the closing months of the year when the 
tooling up for new models is in full swing. Moreover, in the highly competitive 
car industry of the United States there is a constant process of relative growth 
and decline among its individual units. The sacking of workers has, on the 
whole, been done by firms that have lost in the competitive race; little is 
said in the reports of the industry about the intake of workers by the leaders 
in that race, and whereas car production may be falling slightly from its 1953 
total of 6 million units, output of other items is ‘ scheduled ”’ for considerable 
expansion. Television sets, for example, of which some 5,500,000 were pro- 
duced last year, are expected to be rolling off the production lines at a rate of 
7 millions this year. 

These indications that 1953 was a phenomenally productive year, but with 
a modest tendency towards decline as it was nearing its close, could be multi- 
plied a thousand-fold. If 1953 was a year of incipient recession, then it can be 
claimed that it was the most prosperous recession ever enjoyed in history. 
Nonetheless, the signs of some saturation in demand, of over-building of 
inventories, were present towards the end of the year. Obviously it is necessary 
to ask whether those signs hold the promise of a chain reaction that might 
vet cause the prophets of gloom to be justified. 

So far there is no indication that economic developments are becoming 
self-propagating and cumulative. The downturn reflected in the fall of the 
production index has accorded with the graphic American term, “a rolling 
recession '—passing from one industry to another as each calls for some 
corrective adjustment of production to efiective demand. This kind of 
“ rolling adjustment is an essential part of the process of keeping a free 
enterprise economy in efficient and competitive trim. The textile industry of 
New England may be seriously depressed, but that is chiefly due to the fact 
that the industry is shifting to the South, nearer to its raw material, where 
wages are lower and working conditions more elastic than in the more unionized 
North. Obviously, if adjustments of this kind were proceeding—whatever 
their original cause—in many important sectors simultaneously, the adjust- 
ment would cease merely to “ roll’’. But that has not happened yet. There 
is no sign of apprehension by General Motors, for example, who are planning 
to spend a record $1,000 millions on plant extension, re-equipment and re- 
tooling during the coming year. 

The indications of the state of business in the United States during the 
first weeks of the New Year do not suggest that this process of adjustment is 
gathering the momentum of a serious recession. Retail trade, which had made 
a last-minute but gigantic spurt immediately before Christmas, has continued 
high; during the first half of January it was above the figures for the corres- 
ponding period of 1953. Industrial production seems to be picking up encoura- 
gingly, except in steel, where inventories are still being worked off. Again, 
neither commodity nor security prices behave as though a slump were in the 
offing. Moody’s highly sensitive index of American commodity prices, which 
touched 388.9 last October, has since risen to around 420. Over the same 
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period the Dow Jones index of industrial shares quoted on the New York 
Stock Exchange has risen from 264 to 287—with a particularly steady and 
impressive surge after the turn of the year. The customary forerunners of 
serious economic trouble are, in fact, hard to find. There are many localized 
difficulties—as there will always be in a dynamic, expanding, impatient, 
volatile economy, in which changes of demand are frequent, mobility of labour 
and of industry unusually high, and competition and salesmanship geared to 
the highest pitch known in any part of the world. But there is, as yet, no 
evidence that these localized and temporary difficulties are merging into a 
general recession that might develop a cumulative momentum. 

The hopes that no such extension will occur in 1954—beyond a further 
marginal slide by some 5 per cent., which would still leave 1954 as the second 
best year in American economic history—are based on the knowledge that 
there are considerable stabilizers in the American economy, some of them 
‘ built-in ’’ and automatic in their operation, others subject to administrative 
decisions. Of the “ built-in ”’ stabilizers, the most important is the automatic 
fall in tax payments that will accompany any fall in corporation profits. 
Already the flow of revenue to the Federal Government has been cut by the 
complete remission of Excess Profits Tax and the Io per cent. cut in individual 
income tax that became effective at the beginning of the year. The current 
financial year is expected to close on June 30 with a realized cash deficit of 
$3,300 millions compared with a deficit of $9,400 millions for 1952-53 and an 
estimated deficit of $2,g00 millions for 1954-55. Including its extra-budgetary 
accounts, the Federal Government’s net cash transactions with the public 
showed a deficit of $5,000 millions in 1952-53, whereas in the current year 
there is now expected to be only a tiny cash deficit (of $200 millions) and in 
1954-55 a tiny surplus ($100 millions). 





A BUDGET FOR ‘‘ STABLE CONDITIONS ” 

These figures do not promise the anti-recession stimuli that many had 
expected or at least hoped for; indeed, there was real disappointment at the 
proposed postponement in the reduction in corporation and excise taxes that 
are provided for by existing legislation. But one moderately reassuring con- 
sideration is that a substantial part of the impact of this strong reduction of 
the deficit may have been felt already; for in the second half of this current 
financial year the economy will be getting the benefit of the tax reliefs that 
took effect on January 1. In any case it is well to remember that the pro- 
gramme indicated for 1954-55 represents only the President's recommendations ; 
there may be many a slip ‘twixt this cup of disappointed tax hopes and reduced 
agricultural subsidies and the Congressional lips through which the potion 
must pass. And, for the present, there is perhaps some consolation in the 
President’s declaration that his budget assumed “ fairly stable conditions 
internally and externally ’’. This would certainly appear to imply not only 
confidence but also a willingness to reassess proposals should conditions turn 
markedly unstable. 

A highly important potential stabilizer is, of course, credit policy, upon 
which this Administration has already learnt some important lessons in the 
past year. As a result of the boom that the Republicans inherited from the 
Democrats, and of the sound money dogma that the new Administration 
brought with it into office, credit began to tighten and money rates to rise 
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in the early spring of last year. The Secretary to the Treasury, Mr. George 
Humphrey, abetted by his assistant, Mr. Randolph Burgess, who had come 
to Washington straight from the orthodoxy of the National City Bank, rein- 
forced these indications of tightening and dearer money by floating a new 
$2 billion bond issue at 3} per cent., the highest rate paid by the U.S. Federal 
Government for 20 years. But the interests adversely affected by the restric- 
tion of credit soon began to yell like scalded cats. The building industry 
complained that mortgage credit facilities were being restricted and made 
inordinately expensive. Retailers could point to an incipient slump in sales 
and argued that restricted consumer credit facilities were largely to blame. 
The stock markets, on the assumption that the days of easy money were over, 
fell to a new low for the year. The Federal Government offered very perfunctory 
resistance to these demands for an immediate easing of its policy. The Treasury 
cut the interest rate on the next bond issue and shortened the term of borrowing. 
The Federal Reserve Board reduced member-bank reserve requirements, and 
before long the indications of dearer money had vanished. 

One can assume that in the coming year credit policy will remain elastic. 
Certainly there is no ground to suppose the Federal Reserve authorities to be 
swayed by doctrinaire orthodoxy—despite their long fight against the 
Treasury's easy money policy (the American version of the Dalton policy) 
under the former régime. And President Eisenhower himself has made a 
specific promise; in his State of the Union message he pointed to “ flexible 
debt and credit management policies’ as the first of his anti-recession pro- 
posals. Mr. Burgess, however, has admitted—and the admission comes 
significantly from him—that while monetary policy can play a most useful 
and effective réle in tempering the ardours of an inflationary movement, it 
may be much less effective in dealing with depression. The horse can be led 
to the water but cannot be forced to drink. Mr. Burgess has acknowledged 
that in those conditions far more specific anti-recession measures would be 
needed as well, including projects involving direct incentives to greater expen- 
diture both on capital and consumer goods. 

Second only to fiscal policy in the ranking of factors that will determine 
the shape of the American economy in the coming year is the capital programme 
of industry. But the preliminary indications here are reassuring. At present 
they suggest that this year’s total private capital expenditure will not fall 
very far short of the record of $27.8 billions set up for 1953. The probable 
figure for the first quarter of the year is $6,490 millions, which would compare 
with $6,147 millions for the first quarter of 1953. Housing projects, which are 
considered under this heading, are also likely to be well maintained, more 
particularly if credit is eased and mortgage facilities made even more abundant 
and flexible than they are to-day. 

One of the weaknesses in the American economic situation has been the 
substantial fall in gross farm income—combined with the relative firmness of 
the prices that the farmers have had to pay for their supplies. President 
Eisenhower’s new “ flexible’ price-support plan, under which price supports 
on major crops would vary between 75 and go per cent. of parity, seems to 
promise an intensification of the forces eating into farm income. The American 
farming community must, however, have accumulated a great deal of “ fat ”’ 
over the past fourteen years of plenty. It is virtually out of debt and has 
substantial cash resources on which to fall back. It is, moreover, politically 
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so strong that it may well compel Congress to give a far more beneficent shape 
to the new Farm Price Support programme. Again, the burden of over- 
production that weighs on farm prices is likely to be eased as the result of 
the President’s request to Congress for an appropriation of $1,000 millions to 
finance the sale of surplus farm products to countries other than the United 
States. Britain has lately been consuming supplies of dollar tobacco, cotton 
and lard paid for in sterling, which is then returned to this country as “ counter- 
part ’’ funds—which in Britain are earmarked against defence votes. So far 
as may be gauged from the substantial increase in the allocation demanded 
from Congress for this purpose, these operations will expand. These un- 
economic agricultural policies militate against the cause of a more liberal 
trading world but none the less bolster up the activity of the U.S. economy 
and ease the dollar shortage of others. 

If all such measures together fail to stop the decline in American business, 
the Administration will be pressed to put into effect the promises of the more 
specific anti-recession measures to which President Eisenhower committed 
himself in his State of the Union message. Apart from the debt and credit 
management policies already mentioned, the promises included tax measures 
to stimulate consumer and business spending; a wide range of social security 
measures, including increased old age and unemployment insurance; and, last 
but not least, a vast programme of public works the preparations for which 
had been made well in advance. These are fine, convincing words. But the 
ultimate question, whether they represent the general consensus of opinion 
in the Republican Party and its willingness to act, will remain as a nagging 
doubt. There are still strong elements in that party that regard deflation and 
depression as the proper and necessary correctives of all the inflation that les 
behind the United States of 1954, and that would view any attempt by the 
Government to arrest such a swing of the pendulum as an unholy interference 
with natural economic forces and as a sure means of laying up still more trouble 
for the future. The battle on this issue will have to be fought within the Party. 
If the debate is protracted while the recession deepens, the position could 
easily get out of control before the effective remedial actions are taken, however 
well-intentioned the Administration itself. But among the business-men 
politicians now in Washington, the conversion to a more positive anti-recession 
policy has been virtually completed, and the very pace and degree of that 
conversion encourage hopes that the differences within the party may be 
sufficiently reconcilable. Nearly all its leaders are now convinced that to allow 
a major recession to run its course would be political suicide not only for this 
Administration but for the Republican Party over the remainder of this century. 
The instinct of self-preservation is strong; and this fact offers promise that 
if the need arises for decisive and urgent anti-recession measures, they will be 
taken without too much prevarication. 

It is upon such imponderablgs that the future stability of world trade and 
of the sterling area now depend. For if a major American recession were 
allowed to develop, there would be little the sterling area could do to soften 
the impact upon itself. That sombre fact perhaps partly explains the optimistic 
assumption that underlay the Sydney talks; for it is only against a moderate 
American recession that the sterling area’s precautionary planning could be 
of real worth. On the present evidence, there is still a good chance that the 
assumption—and perhaps the planning, too—may prove to have been sound. 
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Britain in a Competitive World 
The Bankers Give Warning 


ESPITE the evident progress of Britain’s economy during the past two 
| ) sears and despite the impressive growth of world confidence in sterling, 

the present equilibrium is a dubious one that is certainly not cushioned 
against any major new shocks—and may be undermined in any case by trends 
that are already under way. That warning message is the clearest of all the 
conclusions that emerge from this year’s addresses from the bank chairmen. 
On some matters they differ significantly, and in their broad attitudes several 
of them are as usual noticeably less austere than their fellows; but not one of 
them has been deceived by the general air of cheerfulness and indeed of pros- 
perity that marked the year 1953 into supposing that the omens are now set 
fair. 

The bankers are worried about Britain’s future, but their worries do not 
spring only from the possibility that a new shock to world trade may come 
from across the Atlantic. They believe that in any case world trade is entering 
an era of still more intensive competition, and fear that Britain’s economy is 
not tuned up to enable it to press ahead, or even to hold its own, in these more 
exacting conditions. The apparent health of the national economy in 1953, 
they point out, is dangerously misleading. The rise in the gold reserves has 
been achieved substantially at the expense of a rise in Britain’s external 
liabilities, and the net surplus—still far below the necessary goal—has actually 
been smaller than in 1952. Moreover, even this reduced surplus has been 
achieved partly by good fortune—by the fact that the terms of trade improved 
much more sharply than had been expected. The menacing implication for 
the future, the bankers contend, is that a large part of this gain has been 
swallowed up by increased consumption instead of being directed to improving 
Britain’s technical efficiency. And now, a new wave of wage pressure comes 
just as the struggle in export markets grows more fierce. - 


Loss OF EXPORT MARKETS 

This is a warning to which everyone—Government, business men and wage- 
earners—should pay the keenest attention, for the bankers are better placed 
than most to frame a general view of the conditions in world markets and of 
the growth of competition. And one after another of the bank chairmen has 
this year drawn attention to the growing difficulties. Lord Aldenham, of the 
Westminster Bank, who devotes a large part of his analysis to this problem, 
goes so far as to say that there are many instances in which Britain has already 
priced itself out of its traditional markets, and he clearly expects conditions 
to worsen: 


All the reports that come to us from Western Germany tell of employers and 
employed there united in the most energetic drive for export markets, so that 
increasing competition is now no distant menace. 
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Mr. David Robarts, the newly-elected chairman of the National Provincial 
Bank, drives this same point further home by drawing attention to the pressure 
that is arising even in sterling markets. The very fact that in these markets 
British manufacturers commonly enjoy the double advantage of preferential 
tariffs and discrimination in favour of sterling makes them less careful to keep 
their prices down. Hence: 


Even in the preferential markets, we are being increasingly criticized on the 
ground that we are not quoting reasonably competitive prices. The decision 
of the South African Government to abolish discrimination against dollar 
goods if the grant of import licences is *. warning. 


Similar notes of warning are sounded in the statements from the chairmen of 
the northern institutions, whose business is necessarily even more closely linked 
to the export trade than is the wider-flung business of the Big Five. Sir 
Thomas Barlow, of the District Bank, remarks that in 1953 British exports 
gained but little ground, whereas those of the United States, Germany and 
Japan forged ahead. He finds trading conditions “ exceedingly difficult and 
subject to incalculable changes "’; and he draws from the past two years’ 
experience the sombre conclusion that “no major group of our exports appears 
to be really strong enough to hold its own against external pressures ’’. Sir 
Eric Carpenter, of Williams Deacon's, is equally worried. He points out that 


the past year’s good showing arises from orders received some time ago, but 
orders now are harder to get. ... In my opinion we are entering an era of 
intense competition. The resurgence of Germany, Japan and other countries 
as exporters—taken in conjunction with the rigidity of our economic structure 
here, clogged and hampered as it is by excessive taxation—pose grave questions 
for us all. 





Sir Eric was not, moreover, speaking only in the context of the textile indus- 
tries. But in that specific context he was even more disturbing. Since 75 
per cent. of Britain's output of cotton yarn and piece goods is now used at 
home, he fears that the industry “ will become a net user of foreign exchange 
instead of one of our principal sources of strength in earning exchange through 
exports ”’. 

The bankers make it plain, too, that in their view losses of export orders by 
British firms are attributable only to an insignificant extent, if at all, to any 
insufficiency in the credit facilities available to enable exporters to offer terms 
of extended payment to their customers. It is true, of course, that pressure 
from overseas buyers for credit terms has greatly increased in the past two 
years; and that at times Britain’s competitors have been offering (and more 
often have been merely rumoured to be offering) liberal facilities. But it is also 
true that where Britain has in such instances failed to get the business, the credit 
aspects of the bargain have sometimes been made the scapegoat for losses 
that were really attributable to more fundamental causes—such as delivery 
terms, prices, or even the quality or suitability of the product. It is clear, 
however, that the availability of credit facilities may become a much more 
significant consideration in future; and several of the bank chairmen emphasize 
that appropriate facilities can and will be made available to credit-worthy 
customers. 
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The fundamental forces that menace Britain’s competitive power are, in 
the judgment of the bank chairmen, in principle the same as those that have 
beset the economy ever since the war, though not all the chairmen now call 
them by the same names. The keenest analysis of basic economic causes 
comes, as usual, from Lord Balfour of Burleigh, of Lloyds Bank, who 
unequivocably identifies excessive taxation and “ creeping "’ inflation as the 
real sources of trouble. All the other chairmen would unhesitatingly accept 
Lord Balfour’s first point; the problem of the tax burden, and its implications 
for incentive and risk capital, bulks large in every one of their statements. 
And most of them probably come nearer to accepting his second proposition 
than might be inferred from one or two seemingly contrary comments. For 
example, Mr. A. W. Tuke, of Barclays, remarks that although an increase in 
bank deposits “‘ normally ”’ implies increased inflation “ there has in fact been 
little or no deterioration in the country’s internal finances ’’’; yet he is gravely 
perturbed at the level of Government expenditure and the threatening rise 
in wages, both of which have evident inflationary implications. And Lord 
Harlech, of the Midland Bank—whose chairmen have traditionally been the 
least austere in their comments on this particular issue—concludes that the 
needs of the balance of payments “‘ make it imperative that costs of production 
and distribution should be freed from any further pressure of inflation ” 


INFLATION AND THE BUDGET 


It is fair to conclude, then, that the bankers generally are still concerned at 
the inflationary pressures within the economy. But at some points there is 
evidently some confusion of thinking, since a charge that the pressure is 
excessive or seriously menacing has surely to take up the challenge of Mr. 
Butler's last budget, which was deliberately reflationary. Most of the develop- 
ments in 1953—with the notable exception of the recent revival of wage 
pressure—have indeed mainly justified the Chancellor’s reckoning last April 
that the scope for increased production gave room for tax reliefs. Without 
those reliefs the level of production would have been lower and the level of 
unemployment higher; and there is not much evidence yet that exports have 
suffered because of the encouragements given to the home market. THE 
BANKER at that time regarded the Chancellor’s analysis as reasonable, and 
still adheres to that view; but the reliefs may yet prove to have been somewhat 
larger than was wise, and they were not distributed to the best advantage. 
Moreover, it was always possible to make a case for a much more austere 
policy—to argue that, although Britain’s economy had been moderately 
disinflated in 1952, it was necessary to keep it disinflated and perhaps to 
disinflate still further. But the advocacy of such a policy had to rest squarely 
and frankly on the prickly proposition that the toning up of the economy to 
full efficiency would not be attained without a fiscal policy that would in the 
short run keep total production below the level technically possible, with 
consequential repercussions upon employment, while resources were being 
squeezed out of their least efficient uses and were gradually pushed towards 
more efficient ones. 


Among the bankers who still urge the need to suppress inflationary dangers, 
only Lord Balfour pushes the argument to this ultimate conclusion. Whereas 
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most of the statements welcome last April’s budget for the lift it gave to 
confidence, Lord Balfour enquires whether either of the last two budgets 
‘have after all been sufficiently realistic ’’; plainly, he thinks they should 
have been tougher. Lord Balfour reaches this conclusion after a survey of 
trends over the whole post-war period, which he compares with the period 
after World War 1. He shows that, while Britain has in many respects managed 
much better this time, its production and export record since 1950 has been 
inferior to that of other West European countries—a point that is also made 
by Lord Aldenham. This, Lord Balfour contends, is attributable to one highly 
significant contrast between policies after the two wars: after the first, defla- 
tionary conditions in Britain were accompanied by external solvency; after 
the second, inflationary conditions in Britain have been accompanied by 
serious balance of payments troubles. Lord Balfour regards the continuance 
of the wages spiral as sufficient evidence in itself that inflation still persists. 
And, unlike some of his brother chairmen, he is worried about the growth of 
bank deposits— 





If we wish to ensure that the pound maintains its value, that manpower finds 
its way to the right industries, that increased output goes into exports or 
capital formation and not into consumption, then an expansion in bank 
deposits is not the best way to promote those aims. It is the inescapable 
duty of the Government to put a stop to inflation at its source, which is the 
additional supply of money derived from Government spending. 


But, having described this duty as “ inescapable ’’, Lord Balfour goes on to 
mention the political excuse by which it is everywhere evaded: ‘‘ The question 
which still awaits an answer is whether any Government can to-day hope to 
survive the unpopularity which effective disinflation would provoke ”. 


PLOUGH-BACKS AND BIpDs 


This, of course, is not the only political dilemma of its kind. A similar 
dilemma has so far blocked the way to a solution of the other crucial problem, 
the crushing weight of taxation. Although the excessive level of Government 
expenditure, which is naturally the cause of the tax burden, is likewise a 
major cause of inflation, it is right to consider the tax problem separately. 
For in principle, as both Sir Stafford Cripps and Mr. Gaitskell demonstrated 
with some degree of success, it is possible to prevent high Government spending 
from causing violent inflation—provided that the resultant deficiency of total 
private savings is compensated by correspondingly large public savings in the 
form of a budget surplus. But all post-war experience has shown that this 
cannot be a sufficient answer. Even if a government could summon the 
courage to exact by taxation a surplus big enough to neutralize a strong 
inflation potential, these savings are no adequate substitute for private savings. 
Moreover, as has often been emphasized in these columns, though substantial 
private savings may accrue in the form of undistributed profits, an excessive 
dependence by industry upon such ploughing-back causes grave and uneco- 
nomic distortions in the capital market. Lord Balfour remarks: 
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Once a business has made adequate reserve provisions . . . under norma! 
conditions profits surplus to the requirements of the business should find their 
way back, via a healthy investment market, to those enterprises that can 
make the most profitable use of additional capital, and whose growth—or 
even foundation—may be frustrated under present conditions. 


This particular distortion, as an article in last month’s issue of THE BANKER 
showed, is the source of the recent wave of take-over bids, which are oné of the 
ways of correcting it. Lord Balfour’s exposition is, indeed, a telling reply to 
the many who deplore such transactions on the ground that the bidders are 
often ‘‘ mere ’’ financial intermediaries. Among such critics are Mr. A. Harold 
Bibby, of Martins Bank, in his this year’s statement; and also, though in a 
somewhat different context, Mr. A. W. Tuke, who regards a system under 
which a “‘ mere financier ’’ can buy a good business from private owners and 
make a “‘ handsome ”’ profit by re-selling it as “‘ the apotheosis of the spiv and 
the damnation of honest business men ”’ | 


RENEWED PLEA FOR INCENTIVE RELIEFS 

Such arguments are in danger of mistaking the symptoms (and even the 
palliatives) for the disease. But Mr. Tuke and Mr. Bibby do point unerringly 
at the underlying malady: they each devote a large part of their addresses to 
the problem of excessive Government expenditure and its implications for 
incentives and the supply of risk capital. Mr. Tuke emphasizes that all the 
recent efforts to improve the general atmosphere within Britain may be wasted 
unless the control of public expenditure—central and local—is tackled “in a 
sterner and more businesslike way’. He calls for more effective control at 
the policy-making stage, while the horse is still in the stable. And then 
illustration of the particular evils of excessive taxation, he traces in detail the 
plight of the middle clases—‘‘ the men and women who provide the brains, 
the enterprise, the leadership ’’—-and notably those who occupy executive and 
managerial posts in industry and commerce, members of the professions, and 
creators of small businesses. He begs the Chancellor, when he has “ some 
money to spare ’’, to give a thought to these classes—and preferably to do so 
by increasing the earned income allowance and remov Ing its upper limit, 
Mr. Bibby develops a more general plea, arguing that the Government, whilst 
giving ‘“‘ every verbal encouragement ”’ to bigger output and exports, ‘does 
everything to make it not worth-while or less worth-while by taxing industry 
and, more particularly, individuals at proportionate ly higher rates in accele- 
rated ratio to their increased effort ’’. His main specific plea is likewise for an 
easing of the earned income allowance; but, like Sir Thomas Barlow, of the 
District, he also draws attention to the peculiar burdens of estate duties upon 
private businesses (an important question that is discussed in detail in a special 
article on page 97 of this issue). 

Every one of the bank chairmen does, indeed, examine one or more of the 
many facets of the problem of excessive taxation. A notable point is made 
by Lord Aldenham, who draws attention to a link with the wages problem. 
In America a very high wage structure is supported by a large amount of 
modern capital equipment behind each worker; whereas ‘“ our own wage 
structure 1s endangered by the lack of sufficient company and private savings 
to provide something approaching the same amount of modern equipment ’ 











~——~- = owe eee 





ee 








Yet many people seem to regard “ earnings of interest from savings as being 
morally less desirable than earnings by way of salary or wage; and in fact 
they are taxed more severely ”’. 


CONFLICT ON CONVERTIBILITY 
On the issue of convertibility there is much less agreement among the 


bankers. One of them, Mr. Robarts, does indeed enter a plea for action “‘ as 
soon as practicable ’’. _He does not regard the uncertainties of America’s 
policies as any adequate excuse for inaction by Britain, and considers that 
international conditions are at present favourable; he hopes that “ the oppor- 
tunity will not be lost to carry through the internal measures required "— 
and he puts foremost among these a “ rooting out of inflationary tendencies ”’ 
to demonstrate that Britain is a “‘ good debtor’’. Lord Balfour likewise 
regrets that 1953 did not bring convertibility “‘ visibly nearer ’’, but he accepts 
the basic conditions that the Government has defined as the pre-requisites of 
any major advance. Lord Aldenham is on this point more cautious still; he 
doubts whether full convertibility “‘ would help us much at present °’, and while 
recogn’zing that it would aid invisible exports, he is most anxious that Britain 


should not again run risks comparable to those of 1947: 


Until our national shop-window has become as attractive to the whole world 
as the shop window of the United States, convertibility would seem to imply 
either a lower price for the pound sterling measured in dollars, or an even 
more severe restriction of dollar imports than we suffer from now. 


But he does see “some welcome signs”’ that the shop-window is becoming 
attractive. 

Lord Harlech records but does not give his opinion of the deferring of 
convertibility. Admittedly, it would be a “ thousand pities ” 1f, when American 
trends and policy have been clarified, Britain’s international position were to 
‘hamper the exercise ’’ of its “‘ leadership towards a fuller realization of the 
world’s capacity for orderly expansion of its manifold resources for the benefit 
of all nations ’’. But this, apparently, does not mean that the Midland Bank 
is changing its view about fixed parities. A major part of Lord Harlech’s 
address this year is devoted to tracing and comparing the several phases of 
British monetary policy since 1931. He contrasts the present adherence to 
fixed parities combined with the “ tentative ’’ effort to restore flexibility of 
domestic policy and interest rates with the pre-war phase of cheap money 
combined with a degree of flexibility of exchange rates. His main point is 
that one or the other must be flexible, but he considers that the post-war 
choice has not yet been made—and he himself apparently still prefers the 
flexible exchange. But although he thus differs from some of his fellow- 
chairmen, he shares with them the conviction that ‘all the energy and 
resourcefulness that can be mustered ”’ must be deployed in promoting Britain's 
competitive power, notably by ploughing resources into industrial capital. 
This is indeed the prescription alike for solvency and for convertibility, to the 
extent that the latter is Britain’s own problem. The ultimate warning was 


bluntly conveyed in the concluding words of Lord Balfour: “ nothing will get | 
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us through but tremendous efficiency and the fullest competitive power 
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The Malaise in Industrial Relations 


By a Special Correspondent 


Y far the most disturbing of the domestic problems that Britain faces in 
1954 1s the threatened crisis in industrial relations. To the post-war 
generation the threat is an unfamiliar one; for in the years since 1939 
the degree of harmony between organised labour and employers has been 
without precedent for so long a period. And now this very unfamiliarity with 
the danger is itself an aggravating factor. It may be argued, as more and 
more people have in fact been arguing lately, that the relative harmony of the 
post-war years has been attained only at a price that has made the game 
not worth the candle—that it was procured only by successive wage concessions 
that have sustained the rigidities in the industrial structure, impaired its com- 
petitive power, and reinforced the pressures of inflation. Each of these sources 
of loss has undoubtedly been present; and it is imperative that they should 
be recognized, for the stresses of this kind that have been just supportable in 
the special circumstances of earlier post-war years look supportable no longer. 
Yet there is room for suspicion that many of those who on these grounds 
are disposed to a bleakly uncompromising attitude have either forgotten—or 
never experienced—the dangers of class war in industry. If organized labour 
persists in policies that fly in the face of the facts of economic life, then indeed 
the “‘show-down ”’ that is now beginning to be envisaged by many people 
will be produced eventually by those very facts, whether or no the employers 
dig in their toes. But it is vital, before extreme attitudes are taken, that 
the dangers should be fully understood. 


WHAT WOULD A SHOW-DOWN ACHIEVE ? 

The case for a deliberate show-down in the face of excessive wage demands 
stems from the inescapable fact that the days of soft exporting are over, and 
that in these conditions any major rise in British costs would soon provoke a 
new crisis of the balance of payments and perhaps also a crisis of employment, 
in which the wage-earners would suffer at least as severely as the rest of the 
community. But, inexorable though this argument is, it is well to remember 
that a show-down, even though it succeeded in its object of keeping wage 
increases within reasonable bounds, offers no assurance that Britain’s com- 
petitive position as a whole would be stronger thereafter than it was before. 
Inevitably heavy damage would be done to the economy, through loss of 
output and exports, while the fight was in progress; and these immediate 
losses might prove to be the least part of the total damage. The very fact 
that the issue had been thus uncompromisingly joined would long influence the 
attitude of every worker and trade union. The more militant unions would 
thereafter be tempted to exploit their destructive power whenever conditions 
looked propitious for them; and full employment—even moderately full 
employment—makes this power incomparably greater than it was before the 
war. All this is quite apart from the political implications of any overt clash. 
But if these considerations plead for the avoidance of conflict, they cer- 
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tainly do not argue for capitulation in the face of union demands. Rightly 
conceived, they are considerations that should appeal equally to both sides. 
The crying need is for both to look afresh at the whole problem of wage deter- 
mination—recognising that post-war conditions of employment have made it 
a very different problem from that of pre-war days—and meanwhile to keep 
down the temperature of debate. The approach that is needed, as this article 
will try to show, is no mere extension from the attitudes of recent years. The 
attitude of both Governments since the war—and, until recently, of most 
employers, too—has admittedly been strongly influenced by awareness of the 
contrast between pre-war and post-war conditions. They recognized not 
only the inestimable value of harmony as such but also the chance that full 
employment gives of enlisting labour’s fullest co-operation in the problems 
of production, notably by way of abatement of restrictive practices. But 
the resultant tactics have not added up to a policy. 

Broadly speaking, the aim has simply been to keep the peace at almost 
any price—but to rely upon exhortation (coupled with administrative delays 
in the machinery of wage bargaining) to prevent the price from mounting too 
fast. Such tactics were feasible only so long as the climate of inflation and 
sellers’ markets pervaded not only Britain but also the greater part of the 
trading world. In these conditions the total price that was being paid in 
terms of industrial efficiency was never apparent; and the portion of it that 
was visible to employers rarely looked insupportable—for consumers stood 
ready to take up the load. 

By the time the Conservative Government appeared on the scene the 
conditions that made these tactics feasible had virtually disappeared. Yet 
that Government saw cogent additional reasons for following them. Obviously, 
it sets at least as high a value upon industrial harmony as did the Labour 
Government, and it has sought to be at least as conciliatory—even though 
that meant that its labour tactics were out of step both with the rest of its 








economic policy and with the urgent needs of the economy in a fast-changing , 


world climate. From its very first act, in appointing the sympathetic and 
almost non-political figure of Sir Walter Monckton as Minister of Labour, it 
has been at pains to demonstrate that wherever else there might be a return 
to the ways of pre-war Britain, it would not be on the labour front. It has 
shown this both directly, by the extent and manner of its mediation in indus- 
trial disputes, as well as indirectly, by its concern at any rise in unemployment. 


THE Cost OF LIVING IN PERSPECTIVE 
Why, then, has the spectre of industrial strife arisen again so ominously 
in the past few months and cast its dark shadow ahead ? Labour politicians 
commonly affirm that the causes lie in a Government-induced rise in the cost 
of living, and an increasing recalcitrance of employers under the new régime. 
But is the trend of the cost of living really the originating cause ? Objective 


study—as opposed to interested manipulation—of the best available statistics ) 


suggests that if wages have in fact lagged behind prices since the early post- 


war period, the whole of the lag arose during the years of the Labour Govern- | 
ment; it has not widened at all since 1951. If this is indeed so, then the | 
explanation of the present heightening of tension must evidently lie elsewhere. ¢ 
The underlying cause, it will be argued later in this article, is rather to be | 
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sought in the deep-seated implications of the transplantation of Britain’s 
traditional methods of wage negotiation into a full employment economy; 
and an attempt will be made to point the way towards the necessary changes 
of method. But first it is necessary to substantiate the contention that the 
comparative course of wages and prices in the immediate past is of only 
subsidiary significance in this context. 

The simplest measure of the course of real wages is obtained by comparing 
the Ministry of Labour’s index of weekly wage rates with its interim index of 
retail prices. The relationship between these indices since June, 1947 (their 
base date) has been fairly consistent: the index of wages has lagged a few 
points behind the index of prices, so that by November of last year the price 
index had reached 140 and the wage index 137. The index compiled by the 
London and Cambridge Economic Service shows broadly the same picture, 
except that wages are there estimated to have kept slightly ahead of, instead 
of slightly behind, retail prices. In November, 1951, the official indices stood 
at 129 and 126 respectively; in other words the indices suggest that, on a 
percentage basis, wages actually rose fister than prices in the first two years 
of Conservative government—by 8.7 per cent., against 8.5 per cent. This 
relatively favourable behaviour of prices, despite the cuts in food subsidies, 
was probably due mainly to factors outside the control of the British Govern- 
ment—notably, to the fall in the prices of imports that became marked in 
1952 and early 1953 and the disinflation “imported "’ via cuts in overseas 
demand for British goods; but the influence of deliberate monetary policy in 
Britain was certainly important also. 

The evidence of these indices is not, however, conclusive. Such simple 
measuring rods cannot precisely reflect all the complex variations involved. 
The index of wages, for example, cannot do more than “ take into account ”’ 
movements in piece rates; its measurement of wage movements in industries 
such as building and engineering in which payment by results is widespread 
must therefore be more in the nature of an estimate than a portrayal of known 
fact. The index of retail prices, similarly, measures only a notional and 
arbitrary ‘“‘ cost of living ’’; 1n practice, for any one level of prices there will 
be as many variants from this standard as there are patterns of expenditure. 

The official index now weights price changes on the basis of the consumption 
pattern of a working class family in 1950. But even since then there have 
been some quite important changes in the pattern of consumption in Britain; 
in particular, the proportion of foodstuffs in total personal expenditure has 
risen by nearly 3 per cent. As food prices have risen by more than other 
prices in the past two years the under-weighting of food suggests that the 
official index may understate the true increase in the cost of living for most 
wage earners. It should be noted, however, that the great widening in the 
freedom of choice that has taken place through derationing does constitute an 
effective fall in most families’ cost of living—a fall that is not measured in the 
index. On the whole, it is probably fair to conclude that these tendencies 
have worked to the net disadvantage only of those living right at the bottom 
of the consumption scale. These are consumers who could never have afforded 
to buy more of the basic foodstuffs and who did not therefore benefit from 
the freedom to buy more of them in place of expensive substitutes, and who 
also spend proportionately little on clothing and durable household goods, 
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the prices of which have fallen. For most other wage earners, however, 
movements in the index are probably fairly indicative of changes in the 
average of their true living costs. 

To measure the trend of real spending power of wage-earners it is not, 
of course, sufficient to look to the relationship between prices and wage rates; 
the comparison has to extend to actual earnings. Though still subject to 
some qualifications (notably on the ground that an increase in earnings may 
simply reflect the sacrifice of valued leisure), the course of real earnings does 
provide the best available measure of the wage-earners’ standard of living. 
But statistics of weekly earnings are naturally more difficult to obtain than 
lists of agreed wage rates; the official estimates are therefore made only once 
in six months and, being based on returns covering only six million workers, 
make no claim to complete accuracy. The general picture presented by the 
figures is that over the past five years earnings have risen considerably faster 
than either prices or wage rates: from October, 1947, to April, 1953, they 
rose by 45.5 per cent.—compared with increases of 39.6 and 32.4 per cent. in 
the indices of retail prices and weekly wage rates respectively. It thus appears 
that, subject to all the necessary qualifications, the real spending power of 
workers rose over the five and a half years by some 4.2 per cent. Fully 
2% per cent. of this increase was achieved during the eightcen months to 
April, 1953. 

The pressure for higher wages cannot therefore be attmbuted to falling 
standards; for, on any definition that is statistically available there has not 
been any general fall. At the most, there has been some redistribution of 
real purchasing power amongst wage earners, the effects of which have been 
partially offset at the bottom of the scale by increased social service benefits. 
Nor, as the accompanying table shows, is there any sign that those wage 
groups that were faring least well have been the most forceful in pressing 
their claims. There is no correlation whatsoever between a group’s success in 
improving its position in relation to that obtaining five years ago and the 
frequency or doggedness of its subsequent demands. At the extremes, coal 
miners, whose relative level of wages has been good throughout, have not 
been notable for their restraint nor bricklayers for the stubbornness with 
which they have pressed their claims. 


PROFITS, DIVIDENDS AND PRODUCTIVITY 


In many quarters, the rising trade union pressure is put down to the 
alleged fact that in the past two years the fruits of higher productivity have, 
for the first time since the war, not been passed on to the workers through 
increased wage rates. They are alleged instead to have been withheld by the 
employers to swell their profits and inflate their dividends. Statistical informa- 
tion on the course of productivity, profits in any meaningful sense and dividends 
is quite extraordinarily sparse; but there is certainly no evidence to support 
the contention that there is a direct link between wage pressure and rising 
profits. In the five years 1948-52, the real national product was estimated 
to have risen by just under II per cent.; after allowing for the increase in the 
working population, it may be crudely estimated that productivity rose by 
some 8} per cent. in those years. The national product has, of course, to 
satisfy many demands other than those from workers and employers for 
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spending and saving. It is therefore neither surprising nor ominous that the 
increase in real earnings over the period was only one half as great as the 
increase in productivity; for during this period defence expenditure took 
a great leap upward and there was a very large improvement in the external 
balance of payments (exports of goods and services increased by 37 per cent., 
whereas imports were up by less than Io per cent.). 

Although the pattern in both the movement and the allocation of the 
national product was broken in 1952, when the national product stopped rising 
and exports of goods and services remained stable, there is every reason to 
suppose that it was resumed in 1953. Preliminary estimates actually suggest 
that considerably less of the increase in the national product was taken up by 
higher defence expenditure and considerably more left available for increased 
personal spending. Profits did indeed probably start rising appreciably after 
the stimulus of the Budget, but the profits statements actually published 
during the year—which form the only statistical material available to the 


TABLE I 
COMPARATIVE WAGE MOVEMENTS, 1939-53 


Weekly Wage Rates in November, 1953 
1939 = 100 1948 (October) = 100 


Coal Mining +n ea _ - i 380 134 
Agriculture .. - a wae a ~ 345 130 
Cotton , oe ss oc oe _ 259 127 
Building : Labourers... 7 oe a 250 147 
Wool ‘ ‘ _ es ic ea 231 123 
Engineering : Labourers ix ex i 230 131 
Shipbuilding - a - “ “ 228 130 
Printing : Compositors .. ia xa - 225 138 
Building : Bricklayers .. wa ha ee 217 128 
Railwaymen ; se 8 wa ~s 215 129 
Engineering: Fitters... i - _ 201 127 
Dock Labourers .. nit “s cs es 183* 129 

Average ‘a ws - a - 245 130 


* Comparison basis of day rates, which in 1939 was the period of employment, 


research departments of the unions—were still showing declining profits, 
reflecting the recession of a year before. The increase in gross dividends that 
took place during the year can be estimated at around 6 per cent. This was, 
as the table overleaf shows, at most a belated and indeed minor reversal of 
the very considerable deterioration that has taken place in the relative stan- 
dards of shareholders (and property owners) since the end of the war. Rising 
dividends probably have had a part in fomenting wage pressure, but mainly 
in so far as they have acted as yet another irritant rather than as a major 
contributing cause. 

In the last analysis, pressure from trade unions arises because the unions 
consider their bargaining position strong enough to face a trial of strength— 
if only round the negotiating table. When unemployment is as low as it has 
been in the post-war years (never for any length of time above 2 per cent. of 
the working population) the bargaining power of all unions in key industries 
and services is so strong that an unwritten (and almost unrecognized) agree- 
ment to limit its use has emerged. In the years of Labour government, the 














unions’ wage demands were limited by the fact that the price mechanism was 
supplemented by the concept of “ fair shares ’’; and the unions recognized 
the havoc that would be created by a free-for-all in wages. They therefore 
accepted in principle the doctrine of the wage freeze—and in practice put in 
claims just large enough to satisfy the most pressing of their members. 

This system, if such it can be called, depended both upon the continued 
confidence of the unions in the Government of the day and upon the ability 
of the economy to absorb a slow but steady increase in wages. Neither con- 
dition has obtained for perhaps two years now. The vacuum that emerged 
did not immediately express itself in a new tone in the demands of the unions 
or in the response of the employers to them; but there is little doubt that the 
present upsurge of conflict is none the less surely a backwash of the change in 
the basis underlying the attitudes of both parties. 

But, in so far as the change in labour’s attitude springs in turn from a 
shift in Government attitudes, it is important to note that one highly relevant 
shift in official policy was started by the Labour Government. Originally, the 
wage-freeze bargain was supposed to rest upon a stabilization of the cost of 
living through the subsidies. But Sir Stafford Cripps effectively cut the sub- 


TABLE II 


SHARES IN PERSONAL INCOME, 1938-52 


1935 1946 1947 1945 1949 1950 Ig5I 1952 
Wages *.. ss a + 360 37-7 40:0 (2.3 @8.90 42.0 63.0 43.2 
Salaries .“ ie ee _. 2a 18.8 Ig.1 20.1 20.3 20.9 25.4 21.8 
Rent, dividends and interest a + 2 13.2 .7 2.2 4.7 10.6 10.3 


* Not including forces’ pay. 

t The only official estimates for 1938 are composite figures for rent, dividends, interest, 
farmers’ profits and professional earnings; in 1947 this figure was estimated at 30.4 
per cent. of total personal income for 1938, compared with 35.1 per cent. for 1946. 


sidies by setting a ceiling upon them when prices were rising, and Mr. Gaitskell 
maintained the ceiling when prices were rising even faster. The foundation 
for the wage-freeze had in fact virtually disappeared even before Mr. Butler 
made substantial overt cuts in the subsidies (with partial compensation in 
increased social security payments). In this respect, as in some others, the 
Labour Government was fortunate in the timing of its departure from office. 
The unions have been able to assume that only the Conservative Government 
has upset the original foundation for the wage freeze. 

Few tears need be shed, however, over the passing of the era of the wage 
freeze; it never was a freeze in fact, even when the other side of the bargain 
was best observed. And, in any case, no liberal economist, convinced of the 
need to allow the price system to do its work of ensuring the optimum distri- 
bution of resources, could be satisfied with the mixed bag of expedients that 
has been applied to wage-fixing in these post-war years. Yet the prospect of 
industrial strife is not one to be faced with equanimity; still less the return 
of sufficient unemployment to curtail the present disproportionate bargaining 
power of the unions. Fortunately, there is no reason yet to suppose, as the 
pundits are affirming, that the nation must inevitably face one or other of these 
stark alternatives. 
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Because uninhibited collective bargaining in Britain is being shown to be 
incompatible with the maintenance both of full employment and a stable 
economy, that does not mean to say that no satisfactory co-existence of these 
desiderata is possible. But it will not be possible without a change in traditional 
methods of bargaining, methods evolved over long years of persistent and often 
extreme under-employment. The incongruous element in wage negotiation 
in times of full employment is not the principle of collective bargaining itself, 
but the form it has taken in Britain—a struggle in each industry on a nation- 
wide scale between two colossi of labour and employing interests. The scale 
and scope of these bargaining units makes friction inevitable, and eventual 
crisis almost equally so. The union can always point to some section of its 
members whose conditions justify its (nation-wide) claim; and the employers’ 
organizations can always cite one or more of its member firms for which 
acceptance of the union’s claim would spell economic disaster. 


ANOMALIES IN GENERAL BARGAINING 


In all such negotiations a common agreement has to be reached that will 
cover an intricate series of widely differing cases; it is inevitable that the 
lowest common denominator of agreement that emerges is inferior for each 
individual case to the agreement that would result from separate negotiations. 
Furthermore, the fact that their outcome will affect perhaps millions of workers 
inevitably transforms wage negotiations into struggles of high diplomatic 
import in labour policy. Acceptance or refusal of a demand for an extra rd. 
an hour becomes national headline news; and, in industrial as in inter- 
national disputes, microphone diplomacy can only put a premium on the 
demands of the hotheads and narrow the scope for negotiation in the true 
sense. 

The evident need is for a gradual shift, wherever practicable, from the 
system of bargaining on an industry-wide basis to bargaining on the (generally) 
much narrower basis of homogeneous economic units—which in most instances 
would desirably imply separate negotiations for each factory or with each 
employer. The first instincts of the trade unions themselves would certainly 
be to offer bitter resistance to any such scheme; the maxim of their most 
successful leaders—and especially Ernest Bevin—was always to amass bar- 
gaining strength by forging ever larger and wider negotiating units. This was 
the obvious and most fruitful policy for the unions when they were fighting 
for recognition of their rightful place in society; and, even after that goal 
had been attained, it still seemed the right policy so long as large pools of 
unemployment acted as a continuous brake on their bargaining strength. 
But, if this tricky issue can be faced honestly, and dispassionately, it ought 
not to be impossible to persuade both union officials and the rank and file 
that in the new conditions they would stand only to gain by modifying a 
structure that is now outdated—provided that two things are done. The first 
is that adequate assurances are given of the determination of all parties, and 
especially of the Government, to maintain a high level of employment. The 
second is that employers, too, give up their nation-wide organizations and 
demonstrate by deeds that class solidarity plays no part in their considerations. 
The unions will certainly have to be convinced that some of the high-handed 
—and outdated—attitudes and methods that still survive in some employers’ 
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associations will be freely discarded if organized labour for its part shows a 
basic change of attitude. 

Bargaining on a factory basis is not, moreover, a procedure untried in 
modern times. It is still the normal procedure in the United States, and its 
success has surely been demonstrated there. The United States has the highest 
real wages in the world, and is one of the very few countries to surmount the 
years of post-war inflation without the need to exhort its trade unionists with 
appeals to exercise “‘ patriotic ’’ restraint. Plant-by-plant negotiation, as it is 
termed in America, restores wage determination to its rightful position as an 
economic process. Each union branch can exploit to the full the scope for 
increased earnings provided by the degree of efficiency of the firm; the fruits 
of improved productivity are rapidly translated into higher earnings; demands 
of trade unionists are limited by the visible effects on their members’ jobs of 
an unduly high level of wages; and the constant need to revise the level of 
wages that has to be paid makes American management keenly conscious of 
the cost of labour—and the need to raise its productivity to the full by adequate 
mechanization and better organization. It would be wrong to hold out the 
carrot of the American standard of living to induce British workers—and 
British industrialists—to adopt the most efficient methods of wage settlement: 
but it is surely right to point out that an approach to that standard cannot be 
expected unless some of the lessons of the American example are taken to heart. 

It is always dangerous to hold out a single palliative as a complete panacea 
to a complex situation and no attempt to do so is intended here. What does 
seem clear is that a change on the lines that have been outlined is one of the 
prerequisites of a peaceful and socially acceptable solution to the crisis in 
wage negotiation. To take a specific example: it is difficult to see how any 
permanent solution to the dispute in the engineering industry is possible while 
the same basic rates have to be paid by firms making textile machinery and 
hanging on to their export markets by the skin of their teeth as those paid by 
highly profitable aircraft firms competing for labour in thriving industrial 
districts. On the crucial assumption that employment continues to be main- 
tained at a high and stable level, there can be little doubt that some funda- 
mental change in the pattern of collective bargaining will develop in the long 
run; the uncomfortable question is whether the sorely-tried British economy 
can afford a long run. 
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Credit Expansion Analysed 


expanded faster in 1953 than in any year since 1948. Aggregate “ net ”’ 
deposits rose by £216 millions to the new peak of {£6,370 millions, 
and this movement followed a rise of {119 millions in 1952. At first glance, 
as several of the bank chairmen noted in their annual statements, this 
experience makes an odd commentary upon the “ new” monetary policy. In 
1951, the last year of the old policy of pegged money rates and automatic 
supplies of bank cash, bank deposits had actually contracted slightly, for the 
first time since before the war. Yet during the two years of more realistic 
policy they have been expanding—and recently at an accelerating rate. 
This does not mean, however, that in this period the monetary situation 
has been deteriorating—in the sense that inflationary pressures have been 


7 HE volume of money, as measured by the deposits of the clearing banks, 


TABLE I 
CLEARING BANK AGGREGATE FIGURES 
(£ millions) 


At December 31 Average of Months 

1938 1952 1953 1938 1952 1953 

Deposits ss - ea 2253-9 6459-5 6694.2 2277 6083 6257 
‘*Net ’’ Deposits * .. - 2188.0 6154.4 6370.2 2217 58560 6024 
Cash we 7 ee ei 243.4 549-5 541.9 241 595 509 
Money Market Assets... “ 409.8 1777-5 1917.9 431 1591 1693 
Call Money .. - wd 159.5 529.0 500.7 151 529 +73 
Bills... i ~ ia 250.3 1248.5 1417.2 280 1062 122C 
Investments plus Advances ss 1601.3 3897.1 3982.0 1613 3821 38904 
Investments .. . me 635.0 2148.2 2275.2 637 1983 2163 
Advances 966.3 I 748 .9 1706. 8 976 1838 1731 


*After deducting items in course of collection. 


stronger than they were under the old regime. Many factors have contributed 
to produce this apparent paradox; but before surveying them in detail it is 
well to note that a highly influential one has been Britain’s success in sur- 
mounting the 1951-52 crisis in its external balance of payments. When the 
Government is borrowing from overseas sources the sterling counterpart of 
the country’s external deficit, its borrowings from the banking system are less, 
so that deposits tend to fall or to rise less fast. Conversely, when the Govern- 
ment is having to finance the sterling counterpart of an external surplus, its 
demands on the banks usually rise, giving an impetus to credit expansion. 
An increase in the volume of money is commonly, and often rightly, regarded 
as a “ deterioration ”’ in the monetary situation, because of damage already 
done or because of the threat it may hold for the future. But it is important 
to remember that such a movement, so far from necessarily measuring damage 
done to the underlying position of the national economy, may actually be the 
direct result of a real improvement that has already taken place. 

This consideration, whilst affording a major explanation of the reversal 
and “ deterioration ”’ of the trend of bank deposits in 1952, does not, however, 
account for their further and faster rise in 1953. For, whatever the eventual 
out-turn of the external balance of payments of that year, there was obviously 


























no such major improvement as occurred between 1951 and 1952; more probably 
there was a moderate relapse. But the growth of credit last year, whether or 
no it represented a ‘‘ deterioration ’’, ought not to have come as a surprise. 
Obviously, it has to be related to the deliberately reflationary aims of the 
budget and the stimulus thereby given to production. When this factor is 
brought into account, the monetary experience of 1953—-when bank deposits 
rose by less than the rise in industrial output—actually looks a good deal 
better than that of 1952, when output fell but deposits rose. But although 
this influence may explain the credit expansion, it does not necessarily justify 
it; those who are still seriously disturbed about the credit trend will say that 
the quality and distribution of production, and the prices at which it is sold, 
are more important than its absolute volume, at least in the short run. 

This article, however, is concerned with the causes, rather than the desira- 
bility, of the year’s trends. And in fact the pattern in detail seems to reflect 
the forces of reflation and rising production much more closely than has 
generally been recognized. Although the trend of deposits appears merely as 
an accentuation of the 1952 trend, the motivating forces were greatly changed, 


TABLE II 
CLEARING BANKS: CHANGES IN ANNUAL PERIODS 


{£ millions) 


[O45 1940 1947 1945 1949 1950 1951 1Q52 [953 

Deposits = .. + 305 + 836 + 249 + 265 + 2+ 1606 — 36 +127 + 235 
“ Net ’’ Deposits ) + 2901 + 779 + 243 + 23% + 5§1 +136 — 65 +119 + 216 
Liguid Assets... . + 553 + 842 + 462 -—- 93 +908 + 641 ~- 862 + 416 + 133 
Cash .. 276 + 421 + 231 - 47 +454 + 32: 431 + 208 - 8 
Call Money .. + 54 +180 + 48 + 6 + 86 + 21 + 6 —- 69 —- 28 
Bills .. a .. + 223 241 + 183 - 52 -+ 368 + 299 437 +277 + 169 
pe Se as s i44 + 36 ~- 272 + 109 — 604 — 338 -- 354 —~— 102 Nil 
Invests. and Advances .. + 130 + 359 + 281 + 168 + 179 +137 +725 + I+ 85 
Investments. . > + Oe + ie + ae 5 + 34 + 16 +438 + 153 r 127 
Advances... .. + 61 + 166 + 225 + 172 +145 + 121 + 287 - 182 — 42 


and even reversed, during the two years. In 1952, when the national economy 
was feeling the force not only of the new monetary discipline but of disinflation 
in many overseas territories, bank deposits rose in spite of a very large con- 
traction in the credit absorbed by the private sector of the economy; the 
advances and commercial bill holdings of the clearing banks contracted by 
nearly £300 millions. The credit expansion, in short, was directly attributable 
then to a very large increase in the credit demands of the public sector. But in 
1953 the run-down of private demands exhausted itself, and towards the end 
of the year the private sector's needs began to rise quite sharply. 

Over the year as a whole, clearing bank advances dropped by a further 
{42 millions, but the November classified figures showed a decline of £55 
millions (since November, 1952) in loans to the nationalized public utility 
industries. Loans to the private sector may therefore have risen in 1953 by 
some {13 millions; and there was a similar net rise in the banks’ portfolios 
of commercial bills. It is possible, too, that a portion of the banks’ intake of 
investments should also be treated as affording finance for the private sector 
(since the increase was appreciably larger than the £100 millions or so that was 
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directly attributable to the funding operation of last October). Hence the 
year’s change in the credit needs of the private sector may be estimated at an 
increase of {26-52 millions, in contrast with a decline of £300-340 millions in 
1952. 

Even the larger of these 1953 estimates of private demands would account 
for barely one-quarter of the year’s growth of deposits. On any reckoning, 
therefore, the main direct source of the expansion has been the borrowing by 
the public sector. Yet its record in this respect has been strikingly better 


TABLE III 
CLEARING BANK LIABILITIES 
(£ millions) 





r DEPposItTs * -—--—~—--—--—————, ACCEPTANCES, 
Change Increase ETc. 
At Dec. 31 1938T 1951 1952 1953 tik TQ53 since 1938 1952 1953 
v0 % 
Barclays wi .. $29.3 1269.5 1303.4 1376.1 5.0 221 50.3 $9.4 
Lloyds - .. 391.9 1169.6 1168.0 1203.0 3.0 207 121.8 94.8 
Midland 2 .. 468.3 1321.5 1339.3 1414.2 5.0 202 54-1 42.9 
Nat. Provincial .. 305.3 816.8 854.6 869.4 ee 185 30.5 29.60 
Westminster .. 348.4 806.3 818.7 845.3 sia 143 53-0 65.3 
Martins re - 99.1 314.4 331.2 329.9 O.4 254 20.0 18.8 
District aa ei 82.1 238.6 248.3 251.8 aa 207 10.3 8.1 
W. Deacon's = 37-5 139.5 140.6 142.7 2a 281 g.8 Qe 
Glyn Mills .. na 32.4 re ee 69.8 70.7 r.3 rs 7.9 5.0 
Coutts - va 23.0 48.2 51.0 53-3 £.5 I 32 1.3 1.8 
National x -+ 36.7 75.0 75.3 79.4 5-5 TI6 O.4 0.7 
* Excluding balances from subsidiaries and excluding profit carried forward. 
t Weekly averages for December. 
TABLE IV 
MAIN EARNING ASSETS 
(¥ millions) 
(7 — INVESTMENTS* ———--———-, i ADVANCES + -- — 
( hainge ( change 
At Dec. 32 19352 1952 1953 1953 19385 1952 1953 2 1953 
8) 2) 
0) 0 
Barclays me wad 98.4 458.9 399.8 8.9 197.6 330.9 $62.3 1.5 
Llovds a .. 109.9 406.0 410.1 1.0 163.5 209.8 289.0 - 6.9 
Midland bee -- 122.0 447.5 4860.1 8.6 207.4 364.1 343.0 - §.6 
Nat. Provincial is 84.0 241.2 249.7 2.4 139.4 252.1 244.2 oe 
Westminster sc. Bae 258.5 279.9 + 8.3 133-4 »35.0 222.7 4% 
Martins a ee 35.1 115.5 120.2 g.2 2.5 « 251 83.2 . 28 
District - ae 29.3 83.9 92.9 4:3 31.! 54.2 60.9 12.4 
W. Deacon’s 7 11.6 46.5 50.2 8.0 lg.4 30.5 37.8 3.6 
Glyn Mills .. ‘3 10.7 22.4 22.9 + 2.2 g.0 3.2 14.1 - 33-5 
Coutts a oa 7.6 20.2 20.1 - 0.5 9.3 :4.9 13.4 12.4 
National .. . Sa 27.6 28.7 + 4.0 7.1 29.2 30.2 - 3.3 
* Excluding ‘‘ Trade ’’ investments, etc. ¢ Excluding balances with, or loans to, subsidiaries. 


t Weekly averages for December. 


than it was in 1952. Estimates framed on a basis corresponding to those just 
given for the private sector suggest that public sector demands amounted to 
{190-164 millions in 1953, whereas in 1952 they may have been as large as 
£460-420 millions. Of this estimated improvement, however, £55 millions has 
been reckoned as attributable to the public utilities that borrow direct from 
the banks. 

This sharp contraction in the demands of the central Government upon the 
banks does, in fact, broadly accord with the trend of its domestic finances. 
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Thanks mainly to a sharp decline in the “ below-line ”’ deficit, the total deficit 
for the calendar year (after allowing for the sinking fund) was {210 millions 
less than in 1952, but £62 millions of this gain was attributable purely to the 
book-keeping effect of the reckoning of defence aid. In addition, there was a 
small net credit for the calendar year from receipts of tax reserve certificates 
and savings securities combined, whereas 1952 had shown a net debit amounting 
to nearly £125 millions. Borrowings from the counterpart of the rising note 
circulation were, however, slightly less than in 1952. Altogether, if allowance 
is made for defence aid, it appears that the Exchequer’s net needs for domestic 
finance under these heads amounted to about £335 millions, in contrast with 
some £605 millions in 1952—an even larger fall than occurred in its borrowings. 
from the banks. 

These calculations, of course, take no account of the effects of cash opera- 
tions between the Government and the public (other than the banks) via the 
gilt-edged market; nor do they allow for the financing of the external surplus. 
If it could be assumed that on balance the central Government had to finance 
only the net amount of the surplus (i.e. that its sterling purchases of gold were 
offset by borrowings of sterling to the full extent of the net rise in overseas 


TABLE V 
LIOUID ASSETS 
(£ millions) 


Cash Call Money Discounts Liquidity Ratios* 
At Dec. 31 1952 1953 1952 1953 1952 1953 1952 1953 
% /o 

Barclays es .. 12.9 106.2 84.7 81.3 274.0 2096.4 35-8 34.8 
Lloyds 5 sé 99.5 99.2 89.1 88.1 195-7 247.2 33-8 36.0 
Midland ss -» S317.@ 856.2 80.6 84.9 305.2 3506.7 36.8 38.8 
Nat. Provincial és 68.3 73.7 91.9 77.0 171.2 192.6 38.8 39.4 
Westminster - 2.1 06.9 77.9 66.1 152.1 183.0 6.3 27.8 
Martins aa 7" 27.6 26.6 34.9 34.3 64.4 53-5 38.2 34.6 
District i a a8.% 28.7 18.0 19.0 58.3 48.8 —_2 $a 
W. Deacon's *$- 12.6 I1.9 15.9 10.6 ot. 25.4 35-4 33-5 
Glyn Mills .. oa 6.3 6.2 14.0 18.3 1.5 4.6 31.3 41.0 
Coutts as a 4.9 4.7 g.1 7.0 4.0 7.2 24.0 25.5 
National _ - 6.6 6.6 I2.9f 14.0 0.9 1.9 3.6 2:3 


*As officially computed, i.e. based on deposits as defined for purposes of the monthly statements. 
¢ Treasury bills included with call money. 

sterling liabilities), the implication would be that its sales of securities to the 
public were substantially smaller than in 1952. But this seems highly 
improbable. 

The likely exvlanation of the disparities between the two years lies in the 
contrasting movement of the gold reserves, as distinct from the sterling portions 
of the external balance; these reserves dropped in 1952 by £175 millions, 
whereas in 1953 they rose by £240 millions. The Exchequer, via the Exchange 
Account, will therefore have experienced a very sharp increase in pressure 
upon its internal finances on this account; and it may not have secured any 
immediately corresponding relief from increased borrowings of externally- 
owned sterling balances. 

The year’s credit trends, with their notable switch in emphasis in credit 
demands from the public sector to the private, do therefore accord with 
the tendencies that might have been expected to flow from the broad 
objectives of Government policy. Though the banks have often not been 
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able to detect in their lendings the effects of the rising volume of production, 
it seems clear that this influence has been working quite strongly upon the 
credit situation. The same seems to have been true of the credit effects of that 
other broad characteristic of the year, the handing-back of many economic 
functions from public to private enterprise. The contrast between the credit 
trends in the two sectors suggests that this factor, too, has been working more 
strongly upon the banking position than is yet detectable from the detailed 
scrutiny of individual borrowings. 








The Banks and their Dividends 


HE bank dividend season, as had been foreseen, has this year been the 
"| most exciting that most bank shareholders can remember—at least 1f 

they exclude the opposite excitements of the early ‘thirties when nearly 
all the banks cut their dividends. But excitement in the staid market in 
bank shares is not to be compared with the vigorous emotion that may arise 
elsewhere in the Stock Exchange. It was no more than a natural response 
to the fact that, after twenty years in which bank shares with their stabilized 
dividends had been appraised as virtually fixed-interest securities, there was 
at last a fair chance of some improvement, though only a very modest one. 
[n the event, the lead given by the National Provincial Bank twelve months 
ago and by Barclays last October has been followed by one more of the Big 
Five banks, by the three northern institutions and by several of the Irish 
banks. The Westminster and the Midland, however, have merely maintained 
their payments at their customary rates, and so did the Midland’s Scottish 
associate, the Clydesdale and North of Scotland Bank. 

The increases among the Big Five have each amounted to 2 per cent. 
beyond the long-stabilized levels, though in the case of the National Provincial 
half this increase was, of course, conceded last year, so that the 1953 improve- 
ment was only 1 per cent. Martins Bank has paid an additional 23 per cent., 
the District 13 per cent., and Williams Deacon’s 14 per cent., and each of these 
three institutions has intimated that the resultant payments for 1953 . (of 
173, 20 and 14 per cent. respectively) are intended—profits permitting—to be 
the standard payments in future, so that the 1954 “‘ actual’”’ interims may be 
expected to be at half these rates. Glyn, Mills & Co.—which, like Williams 
Deacon’s, is an associate of the Royal Bank of Scotland (whose dividend was 
raised by I per cent. a few months ago)—-has paid an additional 1 per cent. 
{[t should be noted that even the best of these increases raises the gross return 
to shareholders by no more than one-sixth, while the smallest increase is a 
mere one-fifteenth—certainly very tiny offsets to the steep fall that has occurred 
over the years in the real purchasing power of the dividends (not to mention 
the increased burden of taxation upon them). Moreover, despite these changes, 
four of the Big Five banks are still paying less than they regularly did before 
the cuts of 1930-32; the exception is Barclays, which maintained its dividend 
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throughout that period. Lloyds Bank, which then reduced its dividend three 
times, is even now paying only five-sixths of its 1929 rate. 

What bank shareholders will now most want to know is the reason for 
these differences in dividend practice among institutions whose businesses 
and profit-earning opportunities are subject to the same broad economic and 
financial trends. First it should be noted that the differences of structure 
among the big banks are appreciably greater than is often supposed, for they 
still wear the marks of their differences of origin—some in primarily agricul- 
tural districts, some in the industrial regions of the north of England, and some 
predominantly in London. The differences of clientéle, of habits and of branch 
systems that survive from what were once great contrasts between the many 
units that were eventually welded into the big banks of modern times are still 
significant, so that the same broad influences may fall with differing incidence 
upon them. But, when this has been admitted, it still remains true that the 
similarities are much more marked than the differences, and it would be 


TABLE I 
PROFITS AND APPROPRIATIONS 
(£ 000’s) 
Contingencies Reserve Fund 
Net Profits Dividends Premises and and 
Rate % Net Cost Pensions Carry Forward} 
1952 1953 1952 1953 1952 1953 1952 1953 1952 1953 
Barclays .. .. 2138 2300 14 16 1094 1282 — — 1044} 1018} 
Lloyds... .. 1965 2084 12 14 943 1146 = 300 1021 638 
Midland .. _- eee  -2ee7 16 16 1273 1334 Soo* 775* 2 18 
Nat. Provincial .. 1525 1766 16 17 796 = 880 500 — 229 879 
Westminster .. 1447 1475 18 18 816 855 600 == 31f 620 
Martins... i 740 $20 15 17$ 340 415 250 250 156 1553 
District .. “a 516 560 184 20 273-3310 250t — - 7 250 
W. Deacon's ie 267 292 124 14 123 142 125 — 19 150 
* Includes {150,000 for bank premises and other properties account in 1952 and {75,000 


In 1953. 
+ Consists of £150,000 premises redemption and £100,000 staff superannuation fund. 


t In addition, Barclays and Westminster transferred £1 million each to published reserve 
from contingency account in 1952; in 1953 Barclays transferred £3,183,000 and Martins 
Bank /1,044,000 in this way. 


wrong to suppose that these considerations alone explain the variations in 
the pattern of dividends. 

Still less is it realistic to expect the explanation to emerge clearly from any 
comparative study of the latest profit and loss accounts. The level of profit 
disclosed in any given year is, like the dividend decision itself, always power- 
fully influenced, if not dominated, by inner reserve policy. And this year this 
influence is likely to have been particularly strong. The banks that have 
raised their dividends will obviously not have wished to have appeared to 
have financed these increases by appreciably reducing the amount of their 
new allocations to reserves. Given, therefore, that true earnings were sufficient 
to justify the dividend increase, the very fact that it had been decided upon 
was likely to lead the bank to show a larger profit than it might otherwise 
have done. Instead of the published profit being a major determinant of the 
dividend decision, that decision may have been the major determinant of the 
published profit. 
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In fact, as will be seen from the accompanying tables, the banks that have 
raised their dividends show substantially larger increases in profits than the 
two that have kept their payments unchanged. Much the largest increase is 
the 15.8 per cent. shown by the National Provincial; but that bank, despite 
its first increase in the dividend last year, then showed a substantially less- 
than-average rise in profit. At the other end of the scale, the Westminster 
and Midland show increases this year of only 2 and 24 per cent. respectively— 
movements that are actually not quite sufficient to meet the increase in the 
net cost of their unchanged gross dividends. But these evident differences are 
the very means of producing an intriguing similarity: the profit increases 
shown by every one of the Big Seven banks except the National Provincial 
tend to conform to the rise in the net amounts of their dividends. In other 
words, the amounts retained from published profits have varied little from 
last year’s retentions; and the only notable reduction is that shown by 
Lloyds Bank. | 

Given this evidence of the special significance of “ policy ’”’ in determining 
published profits this year, it would be more than: usually unwise to assume 
that the variations from bank to bank reflect corresponding variations in the 
year’s true earnings. But if published profits are to be regarded simply as 




















TABLE II 
'BIG FIVE” PROFIT COMPARISONS 
Change 
1949 1950 I95t - + +1952 1953 in 1953 
£ f £ £ £ Yo 
Barclays 1,866,279 1,971,834 1,908,437 2,137,722 2,300,150 + 7.6 
Lloyds .. 1,709,276 1,761,603 1,815,858 1,964,665 2,083,781 + 6.7 
Midland .. .. 2,006,414 1,987,320 1,925,316 2,074,887 2,127,202 + 2.5 
Nat. Provincial.. 1,413,126 1,454,811 1,469,705 1,525,013 1,765,763 +-75.8 
Westminster 1,460,557 [,471,031 1,405,453 1,446,540 1,474,730 2.0 
8,455,052 . 8,646,599 8,524,829 9,148,833 - 9,751,637 + 6.6 




















giving a broad indication of the underlying trend, the average change for the 
banks as a whole is likely to be a better guide than any of the individual 
changes. As Table II shows, the aggregate published profits of the Big Five 
rose by £603,000, or 6.6 per cent., compared with the rise of 7.3 per cent. 
in 1952. But this comparison is distorted by the effect upon the net cost of 
the dividends of last April’s reduction of income tax from gs. 6d.. to gs. in 
the £. Roughly two-fifths of this year’s increase in published profits represents 
simply this change in the net amount of the dividends at their 1952 rates. 
If this factor is excluded, the profit increase becomes only 4.1 per cent.; on 
the other hand, profits as published have, of course, borne the additional 
distributed profits tax (about £125,000 net) on the year’s increments of gross 
dividends (about £625,000). | | 

The impression thus conveyed that profits have improved during the year, 
though less significantly than they did in the previous year, does in fact 
accord with the rough-and-ready estimates that can be made of the trend of 
true profits. As will be seen from the last three columns of the table on 
page 87, for the first time since the war the banks were employing on the 
average a substantially smaller sum in advances, their most remunerative 
asset. Although the big reduction of advances occurred in the second half of 
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1952, the average outstanding during that year was actually higher than in 
1951, whereas the 1953 average was down by 5.8 per cent. Until about the 
middle of the year it seemed likely that a significant part of the effect of this 
upon earnings would be offset by the improvement in the average rates 
charged, because 1952 included ten weeks with Bank rate at only 23 per 
cent. and because the rise in charges took some time to come into full operation. 
But in the second half of 1953 some banks found themselves obliged to ease 
their rates in certain directions and, in addition, the highest-yielding advances 
were tending to be repaid more rapidly than the lower-yielding ones; then, 
after the reduction of Bank rate from 4 to 3} per cent. in mid-September, 
there was a much more general and substantial reduction in charges. On 
balance, the average rate earned seems to have teen slightly, but only slightly, 
better than in 1952, so that actual receipts under this head were down 
significantly. 

On the other hand, the average total of resources employed, which had 
declined slightly in 1952, rose appreciably to beyond its 1951 level. Net 
deposits averaged £6,024 millions in 1953, compared with £5,856 millions in 
1952, an increase of 2.9 per cent. Of the £275 millions of additional resources 
available for employment in other assets (the £167 millions of new deposits 
plus the £107 millions released from advances) roughly two-thirds went into 
investments and one-third into liquid assets. And new investments, though 
yielding substantially less now than at the end of 1952, probably did not 
yield much less on the average for the year, and certainly yielded appreciably 
more than could be got from money market assets. But the average return 
from those assets did improve, though much less sharply than in 1952; and, 
in addition, the banks were switching from call money into bills, thereby 
levering up their average return a little further. 

There is no doubt that the gain in interest receipts from investments, bills 
and call money substantially exceeded the drop in receipts from advances. 
And the banks also secured an increment from commission charges for the 
conduct of accounts, since activity through the clearings was greater—the 
turnover of the Town and General clearings being up by 11.6 per cent. and the 
Provincial clearings by 4.2 per cent. But a considerable part of these gains 
was offset by a substantial rise in the mterest cost of deposit accounts. Not 
only was the average rate paid higher, but these balances represented a 
notably increased proportion of total deposits. Indeed, the increase in average 
balances (though not their increase from year-end to year-end) accounted 
for some four-fifths of the rise in average gross deposits. These influences 
probably added a further £5} millions to the steeply increased bill that the 
clearing banks had had to meet under. this head in 1952. 

In addition, there is no doubt at all that the burden of general adminis- 
trative charges and of staff costs continued to rise. For the first time for 
many years, however, the banks did not have to shoulder any major additional 
load of salaries. The “ cash payment ”’ was maintained at the 10 per cent. 
that remained after the 1952 consolidation of the greater part of it into basic 
salaries. The. 1953 increase in the bill for payments to staff was therefore 
confined to what may be called “normal” growth—in numbers or age- 
composition. But the heavy provision always needed for future pensions 
must have been substantially larger—because the effect of “‘ consolidation ”’ 
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is to increase the proportion of total remuneration to present staff that ranks 
for pension. On the other hand, the provision needed for bad debts has been 
light—probably much the same as for 1952—while investment portfolios have 
obviously shown a further considerable appreciation. 

These general influences—which on balance must have raised true earnings 
moderately above those of 1952, itself not an unsatisfactory year—will have 
differed marginally in their incidence from bank to bank. The chairman of 
the Westminster Bank has, indeed, this year drawn attention to one source of 
difference; because a more-than average proportion of this bank’s advances 
was normally made to private and professional customers, the Chancellor’s 
request for restraint in lending has borne “ a little more hardly ”’ upon it than 
upon some other banks. It is noteworthy that, whereas in the past two years 
total advances of the clearing banks have dropped by 11.6 per cent., those of 
the Westminster are down by 15.2 per cent. and those of the Midland (the 
other bank that refrained from raising its dividend) are down by 12.8 per cent. 

But the chairmen’s statements make it plain that the differing attitude 
towards dividends arises less from such differences in immediate earnings 
potential than from longer-term considerations of policy. Thus the chairman 
of Lloyds, after giving warning that future earnings may not be maintained, 
virtually says that the dividend would have been raised some time ago had it 
not been for the Government’s request for restraint in dividends generally; 
he then explains that an increase had “ become at last a matter of simple 
justice to the shareholder’’. The chairmen of the Midland and the West- 
minster both emphasize that the prime need still is to strengthen inner reserves. 
Lord Harlech points this argument mainly to the increasing risks of bank 
lending as the economy becomes freer, and to the effects in 1954 of last autumn’s 
reduction of Bank rate; whereas Lord Aldenham points it partly to past 
experience in the gilt-edged market. In a particularly frank passage, he 
recalls that during the market slump of mid-1952 the Westminster showed a 
book depreciation of £7.9 millions (3.3 per cent.) on its investments, compared 
with its published reserve then of {9.3 millions. The Midland Bank, which 
likewise then dropped the practice of writing-down investments, showed at 
that date a depreciation of {12.9 millions (3.1 per cent.), compared with pub- 
lished reserves of {15.2 millions (of which {2.9 millions was on share premium 
account). These “ paper’’ losses were, of course, rapidly wiped out by the 
rise in the market; but these banks that showed the largest book depreciation 
may have suffered more sharply than some others from realized losses incurred 
in outright sales or in switches to shorten the average life of the portfolio. 
(Incidentally, in the propitious conditions of the past year the Midland Bank 
has carried this process further: it now states that half its portfolio has final 
dates within five years, and nine-tenths within ten years.) 

Finally, it should be noted that the customary rates of dividend have almost 
certainly long been a bigger burden upon these two banks than upon the others. 
Their cuts in 1931 were relatively small, end for twenty years the rates paid 
(whether calculated on nominal capital or on total disclosed capital resources) 
were the highest among the Big Five—and the Westminster’s 18 per cent. 
still is the highest nominal rate. The incidence of distributed profits tax has 
probably, therefore, been particularly severe. Perhaps it is upon the Chan- 
cellor that Westminster and Midland shareholders should pin their hopes, 
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Bank Insurance Trust Corporation 


Group of Unit Trusts 


* 


Question No. | 


What is a Unit Trust? 


It is a method of enabling the investor, large or small, to 
stake a claim over a wide range of carefully selected 
securities quoted on the Stock Exchange. 

The trust is managed in accordance with a Trust Deed 
for the benefit of its investor-members, or unit-holders as 
they are called. Usually, a bank acts as trustee, holding 
the underlying securities on behalf of the unit-holder. 
A company specialising in these matters acts as manager. 
The trust fund expands or contracts according to the 
number of units bought or sold by investors. The term 
of the trust is usually twenty-one years; but it is usual for 
the managers to offer facilities for renewal. 


AN EXAMPLE OF DISTRIBUTIONS | 
AND APPRECIATION OVER TEN YEARS - 


Name of Trust Units Gross distribution Offer price | 





| per 100 Units ten years ago & today | 
Bank-Units os ...85. 84.2 1944 .. 17/9d. 

| as .: 64.8.3 1954 .. 23/1134. 
Offer price 27th January : 23/1134. Yield: £3.18 . 10% 


TRUSTEES: MARTINS BANK LTD. BANKERS: BARCLAYS BANK LTD. 


For full particulars of Bank-Units and the other Units in the 
Group, including prices and yields, apply through your stock- 
broker, banker, solicitor or accountant, or direct to the Managers :— 


Bank Insurance Trust Corporation 


LIMITED 
30 Cornhill, London, E.C.3 


Scottish Office : § St. Andrew Square, Edinburgh, 2 
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Death Duties and the Private Company 
By Gordon Lee | : 


HE debate-on death duties, unlike that on take-over bids, has not hit 
"Tine popular headlines. But in the past twelve months it has become, 
despite its complexity, a heated clamour that is widespread among pro- 
fessional bodies and in business circles generally. The fuel for this debate 
had been steadily accumulating for a long time, notably as the burden and its 
anomalies became more and more oppressive upon private businesses. And 
last spring the match was set to this tinder by the Chancellor himself, through 
his appointment of an informal committee of Treasury officials to review the 
death duties, with particular reference to the anomalies that are said te 
arise in the case of Section 55 of the Finance Act of 1940. This action provoked 
widespread expectations of reforms; and groups of industrialists and accoun: 
tants submitted a long succession of memoranda to the authorities. Despite 
the hopes thus raised, the following few months witnessed the formation of 
several new institutions specially designed to provide finance for private com- 
panies threatened by the death duty axe. The whole subject thus gained 
further prominence. Then, in November, came the decision of the High Court 
on the facts of the appeal case, Iu Re Holt, deceased. At that point, so extra- 
ordinary were the proceedings revealed, the whole debate burst into flame. - 
In the Holt case the Court was asked to decide the value to be placed for 
death duty on a minority shareholding in a private company.. The company’s 
profits were at the mercy of unusual circumstances; but this did not lessen 
the shock caused when the valuation methods followed by the Estate Duty 
Office were revealed. Its examiners, who usually have legal rather than 
accountancy qualifications, had at first set a value of 84s. 2d. each on the 
shares, had later revised it to 34s., and had still later come to the Court 
with a claim of 25s. The trustees of the estate had meanwhile revised to 
17s. 2d. their own first valuation of 11s. 3d. Mr. Justice Danckwerts thereupon 
made an “ intelligent guess ’’ and settled the value at 19s. a share; commenting 
that he had had to enter “ into a dim world peopled by the indeterminate 
spirits of fictitious or unborn sales. It is necessary to assume: the prophetic 
vision of a prospective purchaser at the moment of the death of the deceased; 
and firmly to reject the wisdom which might be provided by the knowledge 
of subsequent events.”’ 

The public discussion has concentrated on attempts to illumine this dim 
world, especially in those dark corners where shares are valued under the 
provisions of the 1940 Act. The purpose of these provisions, passed by the 
Commons with little scrutiny at the time of Dunkirk, was to prevent avoidancé 
of death duties by the device of transferring personal assets to a private com> 
pany over which the transferor retained control—a device that provided oppor; 
tunities for arbitrary depression of the valuation of the transferred assets for 
the purpose of assessment to duty. To counter any manipulation of this kind, 
Section 55 of the Act provided that shares in a company under the “ control ” 
of not more than five shareholders should be valued for death duty on the 
basis of the worth of the company’s assets and not on its earnings record. 
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Much of the recent discussion starts from the anomalies and injustices with 
which this Section, and the associated Section 46, have operated. At first 
glance, it might seem that a debate that revolves around the question of share 
valuations can scarcely be of much more than technical significance; but in 
fact the burden of death duties, notably when enhanced by anomalous valua- 





country. Inevitably, the debate passes from the technical to the wider plane, 
including the question of the actual rates of duty. 

It could be argued that anomalies in the law, however undesirable, would 
not matter very much if death duties were low or if only a few people had to 
pay them. But this is not the case. The accompanying table shows to what 
giddy heights the duty has risen. Anestate worth just over £100,000, which in 
1938 would have suffered a rate of 20 per cent., now has to surrender half its 
substance, whilst one worth just over {1 million has to surrender no less than 
four-fifths. Except for the minor concession known as “ marginal relief ”’, 
the rate attracted at each bracket applies to the whole of the estate. It has 
been suggested that this method should be replaced by a principle similar to 
that applied in surtax assessments, so that there would be a “ ladder ”’ of 
duties, with each slice of the estate being charged at a different rate. 

Given the extreme height of the maximum duty, this is in practice tanta- 
mount to a suggestion for reducing the total burden of the duties as well 
as for a shifting of its incidence. But, quite apart from the question of the 
total burden, a strong case can be made for a change in incidence, both on 
grounds of justice to the individual and in the interest of national efficiency. 
Inflation alone has pushed into the higher death duty brackets many estates 
that before the war were of only small or medium size. And the proportion 
of such estates that is now actively employed in the associated private busi- 
nesses is very much larger than before the war, both because of the rise in 
the money values of the assets thus employed and more especially because high 
rates of income tax and surtax have depleted (or at least have prevented any 
corresponding growth in) the personal assets held outside. This change, in 
conjunction with the lifting of the whole estate to a high bracket (quite apart 
from the effect of anomalies in valuation), has created a grave menace to all 
such businesses, regardless of their efficiency. Nowadays, an estate of this 
kind rarely has sufficient liquid funds available for duty payments. The 
balance has to come from the business. And, as the generation that possessed 
large personal estates dies out, the menace to business assets grows larger. 


























GILLETT BROTHERS DISCOUNT 
COMPANY LIMITED 


ESTABLISHED 1867 
Capital and Reserves £1,900,000 
TREASURY AND COMMERCIAL BILLS DISCOUNTED 
Money received on Deposit at Call or for fixed periods 


§2 CORNHILL. +: LONDON °=_ E.C.3 


Tel: MANsion House 8406 












































DEATH DUTIES AND THE PRIVATE COMPANY 99 





This menace threatens the sole trader, the partnership and the private 
company alike. But, apart from certain concerns, such as a partnership on 
the Stock Exchange, that are debarred by the nature of their business from 
assuming limited liability, this shadow falls most ominously across the director- 
controlled family business. These private companies have, of course, the same 
privilege of undying corporate existence that the public companies enjoy; yet 
for death duty purposes they are treated in the same fashion as a partnership, 
in that an interest in them is regarded as personally-owned assets. Many of 
them, moreover, unlike the sole traders, are sufficiently big to be exposed to 
the burdens of high brackets for death duty. It has been suggested that these 
family controlled limited companies may not exceed 50,000, responsible perhaps 
for ten per cent. or so of Britain’s national output—not large figures, though 
by no means insignificant ones. But these concerns are no mere acorns; they 
are the maturing saplings from which the giant oaks grow. The mere threat 
of the estate duties burden, long before it actually materializes, can stunt or 
blight their growth. 

Apart from some dubious statistics published in July, 1951, in a report 
on Estate Duty and Family Businesses (Cmd. 8295), there are, unfortunately, 
no collated statistics to measure the extent of this pressure quantitatively. 


THE RISE IN ESTATE DUTIES 








Range of Range of Net Capital Value of Estate 
Estate Duty 1938 1945 1953 
 €] 

Under Io .. — 100—25,000 100—21,000 2,000—1 5,000 
10-19 a as 25,000-100,000 21,000—55,000 1 5,000—30,000 
20-29 oa aa 100,000—300,000 55, 000—I 50,000 30,000—4 5,000 
30-39 2 ae 300,000—1,000,000 I 50,000—400,000 45,000—60,000 
40-49 me re I ,000,000—2,000,000 400,000—1,000,000 60,000—100,000 
50-59 ig ei 2,000,000 and over I ,000,000—2,000,000 100,000—200,000 
60—69 2,000,000 and over 200,000—500,000 
70-79 ei ae —— 500,000—1 ,000,000 
so ie o ed a 1,000,000 and over 


A number of case histories, however, provide some valuable qualitative 
evidence. These show that there is little eagerness in a business to earn and 
to plough back large profits, or to plan schemes of expansion that involve the 
tying-up of liquid assets, if it is feared that one or more of the controlling 
directors may soon die. The contortions that such a business may go through 
under the shadow of death duties is hardly conducive to enterprise and good 
management. The problem always facing the family business is to make 
sufficient provision against death duties without surrendering the family’s 
control over its activities. Sometimes the solution is sought in insurance 
policies on the life of a controlling shareholder, but this usually saddles the 
business with immense liabilities for premiums. Again, only a few of such 
businesses are able to sell the requisite minimum of a quarter of their shares 
to the public in order to secure a stock exchange quotation. Nor, of course, 
are they all so obviously creditworthy that a finance company such as the 
Estate Duty Investment Trust (‘‘ Edith ’’) will be willing to accept, as the 
price of finance, a minority non-voting shareholding. 

Yet, if inadequate provision against duty has been made, the death of a 
shareholder may force the family to sell to an outside interest the very shares on 
which the duty is levied. Its bargaining position at this moment will often 
be at its weakest; and it may find that the only ready purchaser is a business 
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rival. There is, of course, one other way of both avoiding death duties and of 
saving the business; the controlling shareholder can give his interest away to 
relatives that have a longer expectation of life; but even this strategem will 
not elude the levy unless he lives for another five years. And most businessmen 
who have built up a thriving concern are reluctant to surrender the reinsof control. 
The first duty of any business that lives beneath this shadow is to ensure 
that sufficient funds will be available to meet the levy when the apprehended 
death occurs. Its second duty is to ensure, so far as it can, that its shares 
are valued fairly and equitably for the assessment of duty. Yet it is just for 
private companies that share valuation is least certain. The value of a 
quoted share in a public company for the assessment is the market price 
on the date of death as shown indisputably in the Stock Exchange List. 
But the value of an unquoted share for the same purpose can usually be decided 
only after months of argument between the executors of the estate and the 
Estate Duty Office. The examiners of that Office, knowing that they face 
months of bargaining, are hardly likely to minimize their first claim. The 
valuation of a minority sharenolding is governed by the general rule that it 
should be based on the price the shares would fetch in the open market as 
between a willing seller and a willing buyer on the day the shareholder died. 
When dealing with a small estate, the Estate Duty Office is usually content 
to base its valuation on a capitalization of yields estimated from the company’s 
profits and dividends; more often than not it rests its judgment upon the 
yield offered on similar quoted securities, as revealed by the Actuaries’ Invest- 
ment Index. But in other cases it looks also to the assets of the concern; the 
larger the estate, the greater attention the examiners will pay to asset values. 
Valuation, then, is little more than a guess based on hypothetical considera- 
tions. By definition, there cannot be an “‘ open’’ market; and such buyers 
(if any) as may be in the offing are hardly likely to be “ willing ” ones in the 
sense intended. Inevitably, the final valuation will reflect the compromise 
reached between the Estate Duty Office and the executors. The former has 
the bargaining advantage, since it can afford to wait much longer for its 
money than the executors can dare to delay the settlement of the estate. If 
no agreement can be reached, appeals can be made to the County Court on 
estates worth less than {10,000 and to the High Court on larger estates. 
The process of claim and counter-claim is slow and vexatious. But, since 
there cannot be the objective test of the market-place, the general principles 
of this approach seem unavoidable. In this context, therefore, the critics have 
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suggested only peripheral reforms. Of these, the one that has attracted most 
support is that an independent tribunal should be set up to decide appeals on 
share valuations, leaving the High Court to settle points of law. This proposal 
was reluctantly rejected by the Evershed Committee on Supreme Court 
Practice and Procedure; but the Committee’s fear that such a tribunal would 
make the Estate Duty Office less accommodating in its attitude does not 
seem to be strong enough to rule out an examination, if not a trial, of this 
suggestion. An appeal tribunal would at least save heavy legal costs and 
time and it would strengthen the hand of the executors in a bout of bargaining. 
Not. all executors, it is worth remembering, are equally good at this bargaining 
game; and at present, justice for the estate often rests solely upon their skill 
and persistence at this point. 

Another proposal designed to strengthen the hands of executors was that 
probate on personal assets should be granted on the payment of a deposit of 
the death duties on these assets, instead of waiting upon the settlement based 
on the bargaining. But this suggestion is not so far-reaching as might appear, 
for in: practice probate is often secured before the executors and the Estate 
Duty Office have come to final agreement. A more fundamental suggestion is 
that duty payments on personal assets (which, of course, include shares) 
should not have to be made in a lump sum but should be spread, as they are 
on real property, over a4 number of years. If this proposal were adopted it 
would do much to prevent the exhaustion of liquid assets (or to remove the 
need for a loan) so commonly associated with the death of-a shareholder in-a 
private company. | 

Perhaps the most radical suggestion of all is that the proceeds realized from 
the sale of assets within a limited period after death should be substituted for 
probate values (as on the day of death) and the duty adjusted accordingly. 
As the law now stands, the executors (who become personally liable for the 
estate’s debts, including duty payments, on the granting of probate) have no 
protection at all against the possibility that the realized price of assets (or 
shares) that have to be sold to pay the duty may be below their death duty 
value. This proposal would extend to shares (whether quoted or unquoted) the 
willingness the Estate Duty Office already shows to accept the realized value of 
certain personal assets (for example, a stamp collection) as the death duty value. 
If it were adopted, then obviously it would have to be on the basis that what 
the executors may gain on the swings the Estate Duty Office can gain on the 
roundabouts. 

CONTROLLING SHAREHOLDER UNDER THE YOKE 

All these suggestions would benefit the minority and “ controlling ”’ share- 
holder alike. The “ controlling ” shareholder, however, is exposed to special 
disabilities. Legally, these disabilities spring from the 1940 Finance Act. 
Economically, they arise because the price set on a share (based on earnings 
and dividend considerations) now bears little relationship to the value of 
underlying assets. The provisions of the 1940 Act, which were specifically 
applied to companies under the control of not more than five shareholders, 
were aimed at the “ controlling ’’ shareholder who deliberately manipulated 
the company’s policy so as to depress the value of the shares without harming 
the underlying value of assets. After the war, however, it became a canon of 
the Government’s policy that profits should be ploughed back into the business 
and dividends kept down—thus widening the gap between asset values and 
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share Values. For the purpose of defining “ control ’’ the relatives, nominees, 
partners and beneficiaries under a will could be grouped, as in surtax assess- 
ments, with the shareholder and treated as one individual. As a result, few 
family businesses were immune from the provisions of the Act. The net 
designed to catch the elusive eel began to catch the unsuspecting herring as well. 

Criticism of the 1940 Act has been aimed almost exclusively at Sections 46 
and 55. The former is a rigmarole of legal phraseology, but its purpose is 
clear. It is to safeguard the revenue—and it has done this so effectively that 
the section seldom has to be invoked—if an individual transfers his property 
to a company (over which he still possesses control) in return for a guaranteed 
income that would attract a lower rate of estate duty than the property itself 
if that remained in his possession. It provides that if a shareholder in a 
company (under the control of not more than five members) has transferred 
property to that company at any time, and if he has received any “ benefits ” 
from the company at any time within five years of his death, then part of the 
company’s net assets are deemed to be part of his estate. The company itself 
is liable for the duty on this part of the estate. Some critics have urged that, 
since this provision may prevent a legitimate reorganization of a company, it 
should be invoked (at the Estate Duty Office’s discretion) only if there has 
been a deliberate attempt to avoid duty. 

Section 55, by contrast, is invoked almost every day. It provides that 
shares in a company under the “ control ’’ of not more than five shareholders 
must be valued in accordance with the value of the company’s net assets 
(including goodwill) and not in accordance with their yield as investments. 
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It has been argued that, as “‘ control ”’ is so widely defined that it catches in 
the net shareholders who have accidentally secured a temporary control over 
the business, this provision should be invoked only when control has been 
deliberately exercised. This proposal would leave a lot—perhaps too much— 
to the discretion of the Estate Duty Office. An easier suggestion to implement 
is that in valuing assets under this section the Estate Duty Office should pay 
attention not to their “‘ break-up ”’ value but to their “‘ going.concern ” value. 
It should, in other words, be obliged by law to take some note of the company’s 
earnings and prospects in arriving at asset values. 

To implement any of these suggestions would require nice feats of legal 
draughtsmanship. Most of them have enough substance in them to make the 
effort worth while; but, though they would reduce the anomalies and perhaps 
the absolute burden also, none of them could solve the problem of financing 
the burden of payments that would still remain even after really hberal reforms. 
Fortunately, some important moves to fill this gap have already been made, 
on the initiative of the City in forming specialized finance companies that are 
prepared, in suitable cases, to take up a shareholding in a private company 
and thereby to provide it with the cash it needs to pay death duties. The 
best known of these companies is the Estate Duty Investment Trust (‘‘ Edith ’’), 
formed last March under the auspices of I.C.F.C. with the backing of institu- 
tional investors. Two other companies, Safeguard Investment. Trust (under 
the wing of the London and Yorkshire Trust) and Private Enterprises Invest- 
ment Company (sponsored by four merchant bankers, Samuel Montagu, N.*M. 
Rothschild and Sons, M. Samuel, and S. G. Warburg) followed in “ Edith’s ” 
footsteps in the autumn. Unlike “ Edith ”’ they did not limit their function 
merely to the provision of finance for death duty ,payments... Their primary 
intention seems rather to be to nurse the companies along towards a public 
flotation. Safeguard Investment, for instance, will accept quoted as well as 
unquoted shares and does not limit itself, as “‘ Edith” does, to a minority 
shareholding. In addition to these newcomers, the Charterhouse group and the 
Thomas Tilling group are willing to invest in a private company threatened by 
estate duty payments. | 

SLOW START FOR “ EDITH”’ 

Business of this kind, at least so far as the new finance companies are 
concerned, is obviously still in the development phase; the facilities available 
are perhaps not yet generally known. “ Edith’’, for example, has only just 
called up the second £250,000 tranche of its initial capital of {1 million and so 
far has taken shareholdings in not more than a score of private companies, 
though it has had many more applications than this. Most of the applicant 
companies are those seeking provision against a future liability, and many of 
them fall under the shadow of Section 55. In most of these cases “‘ Edith ’’ has 
put a ceiling on its shareholding of not much more than £60,000; but in some 
cases the institutional shareholders in “ Edith”’ itself have come forward and 
taken out additional shares. 

Pioneers such as “‘ Edith ” and the others must inevitably begin slowly, if 
only because new techniques in share valuations and methods of financing 
need to be examined and tested. One method of securing an interest in a 
private company is to arrange for that company to make. a bonus issue of 
preference shares, or debentures, to its shareholders. These ‘shares, often 
with an early date of redemption, can then be sold to the finance company, 
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leaving the original shareholders still in control but with sufficient money to 
pay the death duty. This method is not, however, so attractive as it looks at 
first sight, for if these bonus shares are redeemed they may attract profits tax 
through the clawing back of undistributed profits tax relief on ploughed back 
profits. For this reason, the finance companies may now be turning towards 
more direct methods. They will not turn up their noses at participating 
preference shares; but they seem to be rather more interested in non-voting 
equities. More often than not, these equities will have a close affinity to 
preferred ordinary shares. The finance company then secures a guaranteed 
dividend and a share in the equity. The private company is left in the control 
of the original owners, whose cash balances have been augmented, and it may 
also have secured an undertaking that, if it decides to offer its shares for public 
subscription, the finance company w ill agree to the conversion of the preferred 
equities s into straightforward ordinary shares. 

Some progress, then, is being made or promised towards an alleviation of 
the problems that death duties pose for the private business. If the inquiry 
into anomalies leads to easier and more equitable valuations of shares in these 
companies, then the process of financing will itself be facilitated. But the 
question still has to be asked whether these steps are enough. The informal 
committee of: officials, despite the vagueness (and therefore: broadness) of its 
apparent terms of reference, is obviously not intended to range beyond fairly 
limited questions of technique.’ Therefore, even if it resulted in notable 
reforms of this. character, heavy capital and income taxes will continue to 
make the burden of death duties on a private company more onerous as each 
generation of owners dies. Has the time come, in fact, when a wider review 
of :the whole subject should be made ? 





British _—s in Town and Country 


An Artist’s Sketchbook 
By Geoffrey S. Fletcher 


ri PICTURESOUE town is Rye, with a curious mouldiness of antiquity 
A about it; with streets where horses’ hoofs are not frequent enough to 
keep down the fast- -climbing’ grass; with grey old fortress walls, and a 
stately church.steeple; with an ancient gate, recalling its historical importance; 
with glittering: cliffs of chalk which once beat back the seething billows of the 
English Channel . . . with memories of a busy past visible in every stone !”’ 
This passage’ is an extract from Blacks’ Guide to Kent, published in 1879— 
one of those delightful old county guide books whose lists of hotels, posting 
houses and railway information result in the most interesting discoveries. 
Grass no longer grows in the streets of Rye, though when visited for this 
month’s page of the sketchbook, old-fashioned wallflowers were to be seen 
clinging to the walls of what must be one of the most picturesque and charming 
towns of England. Insuch asetting it is not surprising to find an interesting set of 
banks offering themselves for record—and presenting a difficult problem in choice. 
The Rye-branch of the Westminster Bank is characteristic of eighteenth- 
century town building, and shows how much can be achieved with the simplest 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 


Westminster Bank Ltd., Rye, Sussex 


of materials. But the whole beauty of the building is subtlety of proportion 
“—the very element lacking in most contemporary architecture. The bank, 
‘which may well at one time have been used for domestic purposes, makes an 
‘admirable little composition; the projecting porch and semicircular bay 
carried upwards from pavement to cornice are especially pleasing, even though 
the large lantern above the porch and possibly the bay windows on the ground 
‘floor appear to be modern additions. The feature has a somewhat nautical 
flavour, savouring of bay windows in old ports; Rye was indeed one of the 
Cinque Ports in its heyday, but in the past few centuries the sea has gradually 
withdrawn itself and Rye’s claim to nautical importance has passed to less 
enchanting towns of the South Coast. 
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American Review 


MERICAN industry entered 1954 to the now unusual accompaniment of a 
A aownswing in production; the last time that production fell at the start 

of a New Year was in 1949. Consequently, business showed even more than 
its customary eagerness to canvass the shape and mood of the Administration’s 
messages to Congress. The President’s message on the State of the Union was 
accepted as generally reassuring; it demonstrated again that the Administration 
is conscious of the danger of business “ adjustment ”’ snowballing into slump— 
or something too near that for comfort—in the course of 1954. It was also clear, 
however, that the Administration’s economic advisers believe that counter- 
cyclical policy should comprise a carefully-prepared programme ready for later 
action rather than any immediate build-up of public works and other emergency 
expenditures. 

President Eisenhower also reasserted in his State of the Union message earlier 
promises of “ flexible credit and debt management policies ’’, tax measures to 
stimulate business and consumer spending, extended welfare services, and—a 
certain béte noire with Congress—a more flexible policy for support prices for farm 
commodities. The Budget message—which is discussed in more detail in the 
leading article in this issue—provided for a reduction in Federal expenditures 
of some $5,000 millions to about $65,000 millions in the year to June 30, 1955, 
which would reduce the deficit from $3,300 millions to $2,900 millions. 

An encouraging feature in the business prospect continues to be the flexible 
credit policy pursued by the Federal Reserve Board. In the four weeks to 
December 29, its open-market operations raised the average ‘‘ excess reserve 
balances of member banks to nearly $800 millions; the necessary supplementary 
borrowings averaged less than $500 millions—only about one-third of the level 
found necessary last year. Treasury Bill rates were firmer throughout December, 
but by early January they had fallen back to 1.2 per cent.—the lowest level for 
more than three years. 


WRITING DOWN THE RECESSION 


Publication of the Federal Reserve Board’s revised index of industrial produc- 
tion attracted considerable interest last month. The index now has for its base 
the post-war years 1947-49, in place of the old yardstick of 1935-39. The new 
index is a much more comprehensive measure of changes in industry; it covers 
about 175 products, against about I00 on the earlier 1935-39 series, and has new 
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weights and classifications to take account of the growth of the newer industnes. 
There is also a most important change in the method of seasonal adjustments— 
largely to take account of the new habit of shutting down for the summer holiday. 
The effect 1s that the new index shows both a faster growth and a smaller decline 
in industrial production—in fact, a smoother pattern altogether. From early 
1947 until the es quarter of 1953; lor example, the new index shows a gain of 
more than 
one-quarter on ‘the old measurement. And where the older index fell by 15 per 





American Economic Indicators 
1953 





1950 1951 1952 
July Aug. Sept. Oct. Nov. 


Production and Business: 


Industrial production (1947-49=100) 112 120 12 137. 136 133 132 = 8=©130 
Gross private investment (billion $) 50.3 58.5 52.1 — — 56.5 — — 
New pliant and equipment (billion $) 20.6 25.6 26.5 — — 28.4 — —— 
Construction (million $) .. -- 2,396 2,574 2,694 2,870 2,827 2,845 2,851 2, 
Business sales (billion $)_.. oo 44-5 45-6 49.9 40.2 47.5 47-5 47.9 
Business stocks (billion $) .. = 74.0 74.7 78.1 78.7 79-3 79.0 78.4 
Merchandise exports (million $) .. 856 1,164 1,098 1,346 1,182 1,244 1,256 1,246 
Merchandise imports (million $) .. 738 914 893 902 934 908 822 839 
Employment and Wages: 
Non-farm employment (million) .. 52.4 53.9 54-4 §5-2 5§6.1 55.0 55-1 55-3 
Unemployment (’ooos) -. 3,142 1,879 1,673 1,548 1,240 1,246 1,102 1,400 
Unemployment as % labour force. . 5.0 3.0 2.9 $4 36 2.6 8.8 6: 
Hourly earnings (mfg.) ($) . -+« 8.46 2.99 38.679 8.97 1.97 3.96 1.76 1.9 
Weekly earnings (mfg.) ($).. i 59-33 64.71 67.97 71.51 71.69 71.02 71.73 71.60 
- gn 51 535 463 as ' 
Moody canemmaaed (1931 100) { 7 28 347 451 399 422 415 404 304 405 
Farm products (1947-49=100) .. 97.5 113.4 107.0 97.9 96.3 98.1 95.2 93.6 
Industrial {1947-49=100) .. .. 105.0 115.9 113.2 114.8 114.8 114.8 114.5 114-5 
Consumers’ index (1947-49100) .. 102.8 III.O 113.5 114.7 115.0 115.2 115.4 115.0 
Credit and Finance: 
Bank loans (billion $) ‘ -- §2.2 57-7 64.2 65.7 66.0 66.3 67.1 67.2 
Bank investments (billion $) > 9404 74:9 277: 77-4 97-3. 76.7 76.8 78.2 
Bank loans (weekly) (billion $) .. 17.8 21.6 23.2 22.6 22.9 23.1 23.3 23.2 
Consumer credit (billion) -- 2.8 23.9 28.7 27.2 27.4 29.6 23:2 3.9 
Treasury bill rate (%) +, S688 1.55 397 6 69:30 2.56 "39 1.4 1.4 
U.S. Govt. Bonds rate (%) oo 2.32 2.97- 2.66 2.960. 3.00 2.8 2.8 2.6 
Money supply (billion $)_ .. 180.6 189.8 200.4 193.0 193.4 194.3 197.3 197-4 
’ Federal cash budget (+ or —) (mill. ‘$) +450 +1,244 —1,641 —- — -—3,500 — — 


Notes.—Latest figures are preliminary or estimated. For 1950-52, actual totals are shown for 
construction, equipment ane other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody’s 
spot commodity index shows high and low, 1950-52, and end-month figures this year; other 
commodities. show monthly averages. Investment figures, 1953, are quarterly and at annual 
rates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1950-52, and quarterly 1953. 


cent. in the recession of 1948-49, the new index shows a decline of not more than 
10 per cent. 

The new index also presents a somewhat milder picture of the recession of 1953. 
The old index put the peak of industrial production in 1953 in March, from when 
it estimated a fall of 6 per cent. to November. The new index puts the year’s 
peak into May and July, and estimates a decline of about 5 per cent. from then to 
November—from 137 points to 130. 

Weekly business indicators leave no doubt that output fell again in December. 
The proportion of steel capacity in operation dipped below 70 per cent. at one time, 
and motor car output was curtailed by extended New Year holidays. The industry 
is still very conscious of the heavy new and second-hand car stocks hanging over 
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at the turn of year. Railway company executives have forecast a decline of. at 
least 5 per cent. in the volume of freight traffic over the first quarter. Unemploy- 
ment rose from 1.8 millions in November to an estimated level of about 2 millions 
in December. These figures are equivalent to about 3 per cent. of the labour 
force, and compare with recent levels of under 2 per cent.’ Even by post-war 
standards, however, this percentage is still modest. 

Manufacturers’. sales in November showed a modest rise on a seasonally 
adjusted basis, and stocks declined—for the second successive month—by about: 
$600 millions. Retail trade during the Christmas period was brisk, and the total 
sales for 1953 show very little change on 1952. In early January there was indeed 
a growing impression that the recent correction had made the stock position 
reasonably healthy and that the current level of output was fairly soundly based 
on present levels of consumption. New orders for manufacturers, however, 
continue well below present s is indi 
to later activity. Present news suggests that any recovery that may take place 
in the first quarter will be followed by a resumption of the gradual downward 
drift of the second half of 1953. 








International Banking Review* 


Argen tina 


RGENTINA and Poland have concluded a trade cane providing for 

an exchange of goods to the value of $20 millions. Argentina is to supply 

quebracho extract, hides and wool in exchange for coal, cement, sae and 
timber. 


Australia 


The control of capital issues in Australia was discontinued from the end of 
i953. The Federal Treasurer asserted that it was no longer necessary to divert 
resources into defence industries and primary production as the economy was now 
in better balance. 

The Premiers of the Australian States have had discussions with Mr. Butler 
on the raising of development finance on the London capital market. They 
accepted the British Chancellor’s suggestion that they should make a joint appeal 
to the London market rather than attempt a series of separate operations. 


Brazil 


The World Bank is to make two loans to Brazil for a total sum of $22.5 millions. 
The first loan, for $10 millions, is to be used to finance the development of hydro- 
electric power. The second, for $12.5 millions, is to help to finance the import 
of rolling stock from a British firm. The U.S. Export-Import Bank has also 
agreed to make a loan to Brazil; $8.6 millions is to be lent at 4 per cent. to 
finance the standardization of the Santos-Juandiai railway. The Brazilian National 
Development Bank is to guarantee the loan, which is repayable over seven years. 

New regulations on foreign investments in Brazil divide investments into 
two categories—those of undoubted interest to the national economy and “ other ” 
investments. Payment of interest and principal on the first. category (which 
includes loans and other forms of finance for the development of basic and secondary 
industries as previously defined by the Industrial morctapentat Commission) will 





* News of United States banking appears in “‘American Review ’ ’ (page 106). Brief editorial 
discussion of particular items of international Satntg news appears in “A Banker's Diary ' 
{pages 61-66 in this issue). 
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be at the official rate plus minimum charges to be fixed by the Superintendency 
of Currency and Credit. No payments procedure is mentioned for “ other” 
investments. 

Agreement on the method of implementing the Anglo-Brazilian Debt Agreement 
of October, 1953, has now been reached. The full amount of each debt is to be 
paid, through the banks, in chronological order of the date of approval by the 
Bank of Brazil of the original application for the remittance of sterling. 


Ceylon 


The Minister of Finance, Sir Oliver Goonetilleke, has visited Washington for 
talks with officials of the World Bank regarding the possibility of a loan of Rs. 100 
millions to'finance the second stage of the country’s hydro-electric scheme. The 
talks are reported to have been successful. 


Egypt 

Application was made to the British authorities at the beginning of the year 
for the release of the {10 millions from blocked sterling balances that Egypt can 
claim annually under the Anglo-Egyptian Agreement of 1951. Egypt also applied 
for the additional release of the £5 millions to which it is entitled in years in which 
its free account balances fall below £45 millions. As this balance was little over 
{20 millions the special release was immediately granted. It was indicated, how- 
ever, that no immediate decision would be taken about the larger sum. Britain 
has the option of making the release at any time in the year, and the choice of 
the actual. date is influenced by political considerations. 

The establishment of an Arab Bank for Economic Development was the 
principal question discussed at the first meeting of the Arab Economic Council, 
which took place in Cairo in December, 1953. According to present plans, Egypt 
would be the largest shareholder in the bank, which would have a capital of 
{E200 millions. Subscriptions would be payable as to 2 per cent. in gold and 
98 per cent. in local currencies. The bank would grant loans to governments of 
member countries or to institutions guaranteed by them. 


Germany 


The Federal Government is taking further steps to liberalize external payments. 
It has been intimated that transfers of current earnings are soon to be freed on 
capital invested in the country up to August 7, 1950, instead of up to the present 
deadline of July 15, 1931. Such a step would leave earnings on investments 
between August 7, 1950, and September 17, 1953, as the last remaining restricted 
remittances from foreign investment. Government circles affirm that in addition 
the ceiling for ‘‘ small debts ’’ within the terms of the London Agreement is to be 
raised, and that the restrictions governing transfers under the law for the com- 
pensation of victims of Nazi persecution are to be relaxed. These measures are 
to be taken in an attempt to slow down the growth of external credit—which, 
including the $460 millions of credit extended to the E.P.U., approached the 
equivalent of $1,000 millions by the end of 1953. 

The surplus on the balance of external trade reached some DM. 2,000 millions 
in 1953—treble the surplus of DM. 700 millions attained in 1952. Gold and 
foreign exchange reserves accordingly rose from some DM. 4,600 millions to 
DM. 7,800 millions during the year. Of the end-1953 total, about 60 per cent. 
(some $650 millions) was in gold and dollars. 

The German surplus in the European Payments Union increased from $43.8 
millions in November to $72.2 millions in December. This brought Germany’s 
cumulative surplus with the Union to over $821 millions, $21 millions in excess 
of its effective quota. 
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India 


The Government is to accept a loan of £5 millions provided by the World 
Bank from sterling funds that Britain has recently released for loans to sterling 
area countries. 

: Israel 


The re-shaping of the country’s currency system, begun some time ago, has 
now been carried several stages further. The old official rate of parity with sterling 
is being discontinued altogether; in future the range of values for the Israeli 
pound will start at parity to the dollar and extend to {I1=55 U.S. cents. Essential 
imports will in general be subject to the higher rate, whilst the latter rate will in 
future apply to capital movements and payments in respect of travel, dividends, 
debt settlements and insurance services. 


Italy 

The Government has obtained Parliamentary approval for a law to extend 
credit facilities for exporters. Exports of goods that are subject to “ special risks ” 
are to be insured by the Government-controlled Instituto Nazionale delle Assicu- 
razioni, and a State institution, known as Mediocredito, is to finance medium- 
term credits for ‘‘ special supplies ’’—which are defined as capital goods and 
machinery made to order. It is stipulated, however, that not more than 75 per 
cent. of the credit required may be advanced by this institution or by the banks 
which rediscount with it; and further that credit must not be extended for more 
than three years nor exceed £23 millions in total at any one time. 

Important changes in company taxation have been proposed by the Govern- 
ment. The general effect of the new legislation would be to eliminate or modify 








*“What should | do with this money ?”’ 

“Invest it in a Building Society.” 

Which one do you suggest?” 

‘| would recommend the Westbourne 
Park, because it has been established for 
68 years, and is in a strong financial 
position. 

Shares yield 23%, income tax paid by 
the Society, withdrawals are easy and 
there are no initial expenses.” 
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certain indirect taxes falling on companies—including the transactions tax and the 
taxes on the capital of foreign companies. These taxes would be replaced by a 
new direct tax, which is to be levied in proportion to capital and earnings. 


Japan 

Twenty countries have agreed to extend most-favoured-nation treatment to 
Japan pending her accession to the General Agreement on Tariffs and Trade. 
They are: Austria, Belgium, Denmark, Finland, Germany, India, Italy, Luxem- 
burg, the Netherlands, Norway, Sweden, Turkey, the United States, Burma, 
Ceylon, Chile, the Dominican Republic, Haiti, Nicaragua, and Uruguay. 

A report prepared by a World Bank mission to Japan asserts that inflation 
and high export prices constitute the greatest obstacles to the country’s economic 
development. It recommends not only a balanced Budget but also a reduction in 
Government expenditure to permit the reduction of company taxation. Priority 
is to be given to the investment programme, but the report recommends that the 
Bank rate should be raised to check excessive expansion on the part of the 


commercial banks. 
Lebanon 


The Government is seeking Parliamentary approval for a law that exempts 
from income tax for a period of six years all establishments contributing to increases 
in national production and to the improvement of the national economy. To 
benefit from the tax concession new concerns must have a capital of at least 
{Lr million and a wage and salary bill to Lebanese employees of at least {L100,000 
per annum. Tax exemption on similar lines will be granted to existing establish- 
ments that increase their invested capital by £L1 million, but in these cases the 
concession will apply only to income generated by the capital expansion. 


Norway 


Arrangements were completed in December to bring Norway within the scope 
of the scheme for arbitrage between the main European currency centres. For 
the time being, however, dealings are to be limited to spot transactions. 


Pakistan 


It has been decided to introduce a system of decimal coinage into the Dominion 
in the Budget year 1954-55. The new unit is to be the pice, 100 of which will be 
equal to the Pakistan rupee. Apart from the production of the necessary pice, 
however, no new coins will be issued, on account of the high cost of minting. 

An agreement on economic aid concluded with the United States provides 
for grants of $22 millions to Pakistan during the year to June 30, 1954. 


Portugal 

In trade talks with the British authorities held in December it was agreed 
that although the liberalization of trade between the two countries had proceeded 
to a considerable extent, it would still be necessary to establish quotas for 1954 
for a number of commodities. Quotas were arranged for the export to Portugal of 
rubber manufactures, paint, electric cables and furs and for imports into the 
United Kingdom of fish oil, sisal and tanned goats’ skins. Britain agreed to free 
the import of Portuguese sardines from the end of 1953. 


South Africa 


The chairman of the Johannesburg Stock Exchange, Mr. Frank Neale, declared 
in his annual address that South Africa’s chief difficulty in 1953, as in 1952, was 
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shortage of capital. He therefore urged the Government to promote new savings 
by reducing the high rates of taxation. Mr. Neale contended that the unprece- 
dented movement of funds into insurance and building society concerns had 
disturbed the balance in the Union’s economy by creating a shortage of risk 
capital. 


Sweden 


The currency allowance for Swedish tourists visiting countries in the European 
Payments Union has been increased from 500 to 1,500 kroner per person. In the 
case of Denmark, Norway, Iceland, Finland and countries in the sterling area, 
there will continue to be no precise limit for bona fide tourist expenses. 

Trade arrangements made in London provide for increased sales to Britatn in 
1954 of wall-board, agricultural products and other goods. In addition, Sweden 
is to extend facilities for-imports of British motor vehicles. 


: Turkey 

In accordance with Turkey’s new external payments policy, trading arrange- 
ments that entail compensation or barter agreements are to be discontinued. 

A committee of Turkish bankers has reached agreement on a scheme to form 
a new bank to finance growing industries in Turkey. The bank, which will be of 
the type represented by the existing and progressive Industrial Bank of Turkey, 
is to be formed by the Industrial Development Bank, the Ish Bank, the Ottoman 
Bank, the Agricultural Bank and the Turkish Express Bank. It will have an 
initial capital of {T50 millions, later to be increased to {T100 millions. The head 
office is to be in Istanbul. 
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Appointments and Retirements 


Bank of England—The Queen has approved the re-appointment of Lord Piercy, C.B.E., and 
Mr. G. C. R. Eley, C.B.E., to the Court of the Bank for a period of four years from March 1. 
The Hon. R. H. V. Smith and Mr. F. C. Hawker have been appointed for the same period in 
succession to Mr. H. A. Siepmann and Mr. H. C. B. Mynors (who was recently appointed Deputy- 
Governor of the Bank). 

Barclays Bank—Fores/ Hill: Mr. R. A. Hughes, from Regent St., to be manager. Brighton, 
Dyke Rd.: Mr. BD. J. Malin, from Southwick, to be manager. Conway: Mr. L. Lloyd, from 
Llandudno, to be manager. East Grinstead: Mr. A. A. Fairs, from Hailsham, to be manager. 
Hailsham: Mr. G. H. Ayres, from Dyke Rd., Brighton, to be manager. Horsham: Mr. C. M. 
Reed, from East Grinstead, to be manager. Hove, Portland Rd.: Mr. N. A. Brothers. to be 
manager. Nottingham, St. Peter’s Gate: Mr. S. T. L. Coupland, from Gallowtree Gate, Leicester, 
to be manager. Portmadoc and Blaenau-Ffestiniog: Mr. W. G. Williams, from Penygroes, to be 
manager. Ruthin: Mr. H. G. Roberts, from Conway, to be manager. Southampton, Bitterne: 
Mr. E. M. Tregunna, from Shanklin, to be manager. Southwick: Mr. H. C. Buxton, from Hove 
(Town Hall), to be manager. I/sle of Wight—Sandown: Mr. G. G. Morris, from Southampton, 
Bitterne, to be manager; Shanklin and Ventnor: Mr. S. J. F. Smith, previously manager of 
Sandown, Shanklin and Ventnor, to be manager. 

Lloyds Bank—The Rt. Hon. Lord Ramsden, O.B.E., has resigned his directorship on account 
of ill health. He retains his chairmanship of the Yorkshire Committee. Birmingham—Ct. 
Hampton St.: Mr. S. V. Barker to be manager; New St.: Mr. G. Freeman, from Temple Row, 
Birmingham, to be manager on retirement of Mr. H. F. Bill; Temple Row: Mr. E. L. Crosbee, 
from Gt. Hampton St., Birmingham, to be manager. Bridgwater: Mr. J. Gerrish to be manager 
on retirement of Mr. A. H. Buckingham. Cardigan: Mr. B. O. D. Griffiths, from Llanybyther, 
to be manager. Coalville: Mr. A. H. Boyles to be manager on retirement of Mr. J. Morton. 
Haverfordwest: Mr. H. M. Bowen, from Cardigan, to be manager on retirement of Mr. L. Edwards, 
A.F.C. New Quay (Cardiganshire): Mr. H. c. Davies, from Swansea, to be manager in succession 
to the late Mr. H. Rees, M.M. Romford: Mr. F. A. J. Bond, from Ipswich, to be manager on 
retirement of Mr. H. G. Turner. 

Martins Bank— Middleton-in-Teesdale: Mr. F. Stoker, from Hexham, to be manager. Sedgefield: 
Mr. H. Dixon, from Middleton-in-Teesdale, to be manager. Wallasey: Mr. F. G. Walker, from 
Canning P]., Liverpool, to be manager. 

Midland Bank—Colonel The Right Hon. Lord Wigram, P.C., G.C.B., G.C.V.O., C.S.I., has 
resigned from the board of directors; The Rt. Hon. Sir Alan Frederick Lascelles, G.C. B., G.C.V. O., 
C.M.G., M.C., has been elected a member of the board. London—Angel Ct.: Mr. W. H. Chambers, 
from Queen Victoria St., to be manager in succession to the late Mr. W. N. P. Clarke; Forest 
Gate: Mr. K. M. Aedy, from Cranbrook Rd., Ilford, to be manager on retirement of Mr. E. N. 
Hobbs; Wimbledon, Hill Rd.: Mr. F. C. Bonner, from 431 Oxford St., to be manager on retire- 
ment of Mr. G. T. Riley. Bournemouth, Winton: Mr. H. Courtney, from Corn St., Bristol, to be 
manager on retirement of Mr. J. P. Scriven. Ilford, Cranbrook Rd.: Mr. W. P. Evans, from 
Romford, to be manager in succession to Mr. K. M. Aedy. Runcorn: Mr. E. Turner, from 
Waterloo, Liverpool, to be manager on retirement of Mr. A. Wheeler. Southsea, Palmerston Rd. : 
Mr. R. S. Henderson, from Salisbury, to be manager on-retirement of Mr. G. M. Page. Swansea, 
Uplands: Mr. K. T. Brain, from Queen St., Cardiff, to be manager on retirement of Mr. F. 
Whitehouse. 

National Provincial Bank—Altrincham: Mr. A. Hunter, from Tunstall, to be manager of this 
new branch. Bangor: Mr. W. J. Jones-Griffith, from Bethesda, to be manager in succession to 
the late Mr. C. Griffiths. Malpas: Mr. D. R. Lloyd, from Wisbech, to be manager. Oswestry: 
Mr. H. W. Griffiths, from Welshpool, to be manager on retirement of Mr. G. Lewis. Whitchurch, 
Salop: Mr. J. Parker, from Malpas, to be manager on retirement of Mr. J. E. J. Mason. Burnt 
Oak: Mr. B. S. Hann, from Harrow, to be manager on retirement of Mr. H. R. Curry. 
Westminster Bank—Mr. Andrew Graham Stewart has been appointed a director. Bushey: 
Mr. D. G. Halsey, from Kensington High St., to be manager on retirement of Mr. L. J. Coombs. 
Cavendish Sq.: Mr. J. D. Lickley, from Sloane Sq., to be manager on retirement of Mr. E. V. G. 
Gardner. Cheshunt: Mr. G. H. Jeffrey to be manager. Chislehurst West: Mr. P. Rockliffe, from 
Gravesend, to be manager. Eastern: Mr. S. D. Trustham, from Finsbury Sq., to be manager 
on retirement of Mr. C. L. Pearn. Finsbury Sq.: Mr. R. H. Goodfellow, from Bloomsbury, to 
be manager. Harrow Weald: Mr. D. F. W. Jaques to be manager. Haverstock Hill: Mr. C. J. M. 
Slade, from West End office, to be manager. King’s Cross: Mr. A. N. Linsley, from Chislehurst 
West, to be manager. Leigh-on-Sea, Highlands: Mr. J. T. G. Jarvis to be manager. Portishead: 
Mr. A. G. Edwards to be manager. Seaford: Mr. N. M. Ayris to be manager. Sloane Sq.: Mr. 
A. G. Peek, from Haverstock Hill, to be manager. ar : Mr. D. Gorman, from King’s Cross, 
to be manager on retirement of Mr. D. F. J. Pigo 

National Debt Office—Mr. N. E. Young, C. B. C M.G., M.C., the Comptroller-General of the 
National Debt. Office, is to retire from the public service ey after the end of the financial year. 
He will be succeeded by Mr. G. D. Kirwan, C.B., 
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Banking Statisti 
Trend of * Risk” Assets 
(Figures in italics show percentages of gross deposits) 
Actual Change in: Advances plus Investments 
(£mn.) ~ ({mn.) Ratio 
Oct. Nov. Dec.-Nov. Dec. Oct. Oct. Nov. Dec. 
195! 195! 1951-53 1953 I95t 1953 1953 1953 
Barclays: 
Advances 368.5 371.0 - 26.4 + 8.8 
§ 29.2 29.3 i 
Q 2 2 
Investments 314.8 425.7 64.7 + 11.3 54.% 62.3 62.2 063.0 
% 25.0 33.6 J 
Lloyds: 
Advances 345.2 351.1 — 50.7 + 0.7 
° 30.2 30.7 . 
Investments 279.6 371.2 31.7 -+- 10.9 54.6 00.5 60.9 59.3 
% 24.4 32.5 J 
Midland: 
Advances 393-3 397-1 - 59.6 + 6.0 
. 29.6 30.2 , aka we 
Investments 329.4 433-8 + 54.1 _- 54-4 59-4 00.0 57.6 
6 ve 24.9 32.8 J 
National Provincial : 
Advances 290.3 298.1 —- 50.0 3.9 
3 
° 35-4 37-2 
Investments 165.9 230.9 - 22. — @ i 55-9 OF.E 60.6 57.1 
% 20.2 28.8 J 
Westminster: 
Advances 248.6 249.5 —- 39.8 13.1 ) 
% of.8 31.6 
Investments 209.4 263.6 + 12.6 + - 57-4 59-8 59-5 59.0 
=< a 26.3 33-4 J 
District: 
Advances 60.1 62.6 - 4.5 + 2.7 
© 25.6 26.6 
Investments 22. 91.6 + 2.3 _ 56.r 62.9 61.9 61.3 
30.5 38.9 J 
Martins: 
Advances 89.0 o1.4 - 9.8 1.9 
° 29.1 29.3 . 
Investments 78.2 102.8 + 18.3 0.2 54-6 63.6 63.5 61.8 
y A - - 25.5 33.0 J 
Eleven Clearing Banks: 
Advances 1,897.0 1,925.2 —249.1 - 30.8 
% 30.6 yy 
Investments 1,555-2 2,032.7 +212.4 + 30.1 55-7 O1.% O1.F 59.5 
y A 25.1 32.9 J 
Trend of Bank Liquidity 
195! 1952 1953 
Oct.f Nov. Dec. June Aug. Sept. Oct.t Nov. Dec. Oct. Nov. Dec. 
Liquid Assets:* % % % % % % % % % % %  % 
Barclays +» 40.0 32.8 33.8 35.0 37.2 37.3 34-0 34.2 35.8 35.0 35.0 34.8 
Lloyds --. 40.0 32:5 32.8 .33.9 37.6 38.9 33.3 33.4 33-8 36.9 36.7 36.0 
Midland -» 40.2 32.8 34.1 34.4 36.4 36.4 34.0 35.6 36.8 38.3 37.6 38.8 
National Prov. 39.4 30.6 33-7 34-0 38.7 39-7 34-9 36.5 38.8 37.2 37.7 39-5 
Westminster 36.7 30.4 30.8 34.4 36.7 37.7 342 34-5 36.5 37-6 37.9 37-0 
District .. 38.0 30.5 30.4 35.6 38.9 38.9 36.6 38.1 39.3 35-7 35-9 35-5 
Martins -. 39.8 33.2 34.5 40.8 41.6 41.6 36.6 37.8 38.2 33.6 33.8 34.6 
All. Clearing 
Banks... 39.0 32.0 33.2 34.7. 37.4 38.0 34.4 34.4 36.0 36.6 36.5 36.8 


* Cash, call money and bills. ft Eve of “new” 


monetary policy. {After second Funding. 
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BANKING STATISTICS 115 
Banking Trends over Thirty Years* 
“* Risk ’’ Assets 
Liquid Assets 
Net Invest- Combined 
Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: £mn. {mn. % £{mn. £mn. % 
1921 1,759 680 38 -- 325 833 64 
1922 1,727 658 37 — 391 750 64 
1923 1,628 581 35 - 356 761 67 
1924 1,618 545 33 -— 341 808 69 
1925 1,610 539 2 — 286 856 69 
1926 1,615 532 32 a 265 892 70 
1927 1,661 553 32 _ 254 928 69 
1928 1,711 584 33 — 254 948 68 
1929 1,745 568 32 - 257 991 69 
1930 1,751 596 33 _ 258 963 68 
1931 1,715 560 32 —- 301 919 69 
1932 1,748 611 34 _ 348 844 67 
1933 1,909 668 34 noon 537 759 66 
1934 1,834 576 31 — 560 753 70 
1935 1,951 623 31 — 615 769 69 
1936 2,088 692 32 ~- 614 839 68 
1936 2,160 713 32 — 643 865 68 
1937 2,225 683 30 _— 652 954 70 
1938 2,218 672 30 — 637 976 71 
1939 2,181 648 29 = 608 9gI 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3.554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,463 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5.772 1,920 2 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
1951 5,931 2,308 38 247 1,024 1,822 56 
1952 5,856 2,097 34 -—- 1,983 1,838 62 
1951: 
Oct. f 5,981 2,423 39.1 177 1,555 1,897 55-7 
Nov.f 5,973 1,981 32.0 108 2,033 1,925 64.0 
1952: 
June 5,817 2,106 34-7 = I,Q1I7 1,860 62.3 
Sept. 5,927 2,327 38.0 — 1,921 1,748 59-9 
Oct. 5,942 2,120 34.4 ~ 2,142 1,747 63.1 
Nov. 5,974 2,162 35.0 -— 2,138 1,744 2:8 
Dec. 6,154 2,327 36.0 ~- 2,148 1,749 60.4 
1953: 
Sept. 6,095 2,366 37.4 —_ 2,137 1,662 60.1 
Oct. 6.156 2,334 36.6 —- 2,238 1,654 61.1 
Nov. 6,194 2,344 36.5 -- 2,245 1,676 61.1 
Dec. 6,370 2,460 36.8 — 2,275 1,707 . 59.5 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
t Bank statements immediately before and after the launching of the ‘‘new’”’ monetary 
policy and the first special funding operation. 
Floating Debt 
Jan. 23, Dec. 31, Jan. 8, Jan. 15, Jan. 22, 
1953 1953 1954 1954 1954 
Ways and Means Advances: fm. £m. £m. fm. fm. 
Bank of England — a — —- a 
Public Departments .. 268.2 250.1 249.0 265.0 260.1 
Treasury Bills : , | 
Tender .. 2980.0 ge 3110.0 3110.0 30g0.0 
Tap 1515.9 4953-5 1679.9 1570.1 1489.9 
4764.1 5103.6 5039.5 4945 +7 4540.0 
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Years and 
Quarters 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1952: 
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II 

III 

IV 
1953 : 

I 


II 
III 
Oct. 
Nov. 
Dec. 


IV 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
period). 
t Comprising $4,909 millions frem U.S. and Canadian credits in 1046-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual 
service charges on the U.S. and Canadian loans paid in December of 1951, 1952 and 1953 are 
included as a debit item. 
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National Savings 





THE BANKER 


(£ millions) 




















Savings } Savings 
Certi- Defence Savings | Certi- Defence Savings | 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net) Small | (net) (net) (net) Small 
| 1952 Jan. 0.2 — 4.0 7.5 5.7 
Feb. .. ‘7 = 25 2.3 - 3.3 
-5.5- 9.1 36.6 22.0 Mar. .. 3-7 -15-9 5-5 - ‘6.7 
~10.9 — 9.6 6.4 -— 14.1 April.. - 2.6 - 7.1 5-4 - 4-3 
-13.6- 7.5 - 2.4 - 23.5 May .. - 3.8 -1I11.6 — 5.6 — 21.0 
~8.6- 7.3 - 4.3 - 20.2 June... -— 1.5 -— 7-2 -— 4.2 — 12.9 
July ... - 3-7 -— 7-7 18.3 - 29.7 
Aug. .. - 0.9 -10.2 — 3.1 — 14.2 
27.5 3.9 2.3 26.7 Sept. .. 6.1 66 — 3.5 9.2 
15.3 - 0.1 — 28.9 — 13.7 ie. ss 2.9 1.0 2.0 5.9 
1.0 — 10.3 - I1.5 — 20.8 Nov. .. 2.8 —2.1 -5.6—- 4.9 
—- O.I — 21.4 - 1.0 — 22.5 Dec 1.9 -— 2.1 -30.9 — 31.1 
1953 Jan. 8.6 -5.5 4.0 o.5 
Feb. 5.0 —- 4.0 3-5 4-5 
5-6 - 27.2 15.3 - 6.3 Mar. 6.0 ~6.8 —5.I —- 5.9 
—-7.9- 25.9 - 4.4 — 38.2 April 4-58 -6.7 -— 3.8 = §.7 
I.5 — I1.3 — 24.9 — 34.7 May 2.8 — 8.6 -11.7 — 17.5 
7.6 © 3.2 — 34.5 — 30.1 June [I.2 —~ 4.1 —-6.2—- 9.1 
July .. -—0.6 - 3.9 ~—20.5 — 25.0 
Aug. .. 1.4 —2.8 ~1.0—- 2.4 
19.6 — 16.3 2.4 5-7 Sept. .. 0.8 — 4.5 6.4 2.7 
8.8 — 19.4 — 21.7 — 32.3 Oct. 0.7:-— 1.3 10.6 6.4 
1.6 — 11.2 — 15.1 — 24.7 Nov: . O.1 0.9 0.5 1.8 
I1.2- 0.6—- 12.7 - 12.1 Dec. 0.4 ~—~ 0.2 —24.1 — 23.9 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) | 
Net Gold and Dollar 
Surplus (-+-) or Deficit (—) Financed by : 
— Reserves 
With With Net American Special Change at end of 
E.P.U.* Other Surplus or Aid Creditsf in Period 
Areas Deficit Reserves 
— — — 908 ae +1123 +- 220 2696 
— — —4131 — -+- 3513 — 618 2079 
— — -1I710 682 + 805 — 223 1856 
— — —1532 1196 +- 168 —- 168 1688 
+ 14 + 791 + 805 762 + 45 +1612 3300 
— 112 — 876 - 988 199 —- 176 —- 965 2335 
— 276 - 460 — 736 428 —- 181 - 489 1846 
+ 113 433 - 540 307 - 18] + 672 2518 
—- 219 — 417 ~ 636 1 — — 635 1700 
— 143 - 73 — 216 201 oo - 15 1685 
-—127 - 6 - 133 133 — — 1685 
+213 + 36 + 249 93 - 181 + I61 1846 
+ 95 + 119 + 214 106 — -- 320 2166 
+ 42 + 98 + 140 61 — +- 201 ' 2367 
—- 19 + 55 + 36 83 — + I19 2486 
6 + 15 -+- 21 13 — + 34 2520 
~ 15 -t. 2 + 17 24 — - I 2561 
4 + II4 - 118 20 - 181 —- 43 2515 
- 5 + 161 + 156 57 131 2 2518 
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BARCLAYS BANK LIMITED 





An Eventful Year 





Improvement in Financial and Economic Atmosphere 





Mr. A. W. Tuke’s Plea for the Middle Classes 





HE annual general meeting of Barclays 
Bank Limited will be held on February 10 
at the Head Office in London. 


The following are extracts from the circu- 
lated statement of the chairman, Mr. Anthony 
William Tuke: 


Perhaps the most interesting feature of our 
balance sheet this year is the change in the 
form of our Capital Account and the increase 
in the total of our Capital and Reserves, 
reflecting the effects of the reorganisation 
scheme which has just been completed. In 
place of an Issued Capital of £15,858,217, with 
an approximately equal amount in the Reserve 
Fund, we now show an Issued Capital of 
£22,914,703, and a Reserve Fund which, after 
being augmented by a transfer from Profit and 
Loss, now stands at {£12,750,000. Thus the 
two accounts together amount to £35,664,703, 
as compared with £31,608,217 a year ago. Our 
scheme has had the welcome effect of simplify- 
ing our capital structure, there now being only 
one class of Stock in the hands of the public, 
all fully paid and quoted in units of £1. 


Our Deposits have, during the course of the 
year, followed a fairly normal course, falling 
from /1,318,000,000 at the beginning of the 
year to £1,243,000,000 in March, and then 
rising steadily to £1,389,000,000 in December, 
thus showing an increase of £71,000,000 on the 
year. In so far as banking figures and indeed 
the figures of one bank alone can be taken as 
a criterion, it would appear that, although an 
increase in banking deposits normally implies 
increased inflation, there has in fact been little 
or no deterioration in the country’s internal 
finances, when allowance is made for the 
growth in industrial production and for the 
surplus in the balance of payments. 


There has been a moderate increase in our 
net profit this year, to which the reduction in 
the standard rate of income tax has contri- 
buted. We have thus been able, not only 
to increase the total dividend on the old “B”’ 
and ‘‘ C”’ Stocks, but also to set aside £873,119 
to bring the Reserve Fund up to £12,750,000. 


Difficulties and Achievements 


The year 1953 has been an eventful one, 
perhaps the most eventful and in some ways 
the most hopeful since the war ended in 1945. 


It is unfortunate that not all the parts of 
the Empire have been able to reflect the happy 
and high spirit of the Coronation. The troubles 
in Kenya, British Guiana and Uganda may be 


described as the growing pains of native 
peoples, struggling to emerge from their former 
state of complete dependence on their white 
governors and encouraged by false friends to 
adopt violent policies. This discontent is an 
inescapable result of the impact of education 
on virgin soil, and we must not be surprised 
if firm and patient cultivation is needed for 
several generations before the weeds are choked 
by healthy growths. 


At home there has been a progressive relaxa- 
tion of food rationing and other controls. It 
is also an undoubted fact that one now sees 
men and women walking about the streets with 
cheerful faces, instead of the depressed and 
harassed expressions to which we had become 
so accustomed that we hardly noticed them 
except when returning to this country from a 
visit overseas. Can it be that there is some 
connection between these two phenomena; 
that it makes the housewife happy to have in 
the shops a wider choice of nice things even 
if she cannot afford to buy them all? This 
theory does not accord with certain political 
propaganda, but it is nevertheless true, in 
my belief. Even now we have to wait some 
months longer for the official release of certain 
agricultural products, and before we put the 
dark days of food controls behind us, let us 
remember that we have already been kept 
waiting for eight years for a liberation which 
has long since been achieved by our defeated 
enemies. 

I am conscious that, arising from the relaxa- 
tion of controls there has been some loss of 
confidence amongst farmers in the past year 
which I hope and believe is not entirely justi- 
fied. I cannot myself see the nation ever again 
neglecting its agriculture. That would be a 
suicidal thing to do. There are, of course, very 
great difficulties in marrying freedom in the 
agricultural markets with guaranteed minimum 
prices, and it would appear that this problem 
needs a great deal more thought. Our methods 
of marketing have in the past been much 
neglected, and there must be scope to develop 
new systems to the mutual benefit of the 
producers, the various middlemen and the 
consumers. 


Improvement in Financial and Economic 
Sphere 

To turn to the financial and economic sphere, 

I would note first of all that our reserve of 

gold and dollars continues to climb slowly 

towards the still distant goal of sufficiency: 

sufficiency, that is, to support sterling as a 
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convertible international currency. Leaving 
aside the special payment of {£63,000,000 
which was made on the American and Cana- 
dian debts at the end of the year, there was an 
addition to the reserves of the sterling area in 
every month of 1953; but the total net 
addition is no more than £240,000,000, and in 
the 1951-52 crisis no less than £133,000,000 
melted away in one month. Not that a suff- 
ciency of reserves, when achieved, is clearly 
recognisable. If confidence were complete and 
permanent, no large reserve would be necessary. 
When confidence is lacking, no reserve, however 
large, can do more than put off the evil day of 
bankruptcy. In the latter half of 1951, our 
reserves seemed to be irretrievably launched 
on the downward path, like Gadarene swine 
rushing in demoniac frenzy to their doom. 
[he herdsmen chose this moment to ask their 
masters for a vote of confidence. They very 
nearly obtained it, but their masters decided, 
by a narrow majority, to dismiss them and 
engage others, remembering no doubt that a 
lot of good pigs had been lost in the same 
way before and concluding that they did not 
know their job. The new herdsmen could at 
first do nothing to stop the headlong flight. 
But after a time the rush was checked, and 
then stopped; the heads of the terrified 
animals were turned, and inch by inch, grunt- 
ing and squealing, they began to climb the 
hill. By now they have gained quite a lot of 
ground, and although the top is still a long 
way off, the path is not quite so rough as it 
was; but if once their heads were turned 
again .. 


For this improvement in our external 
reserves the Authorities deserve the greatest 
credit. Looked at in retrospect, it would seem 
that the Government's objective has been 
limited to preventing any further extension of 
inflation in the economy, and has not included 
any attempt to reduce the inflation by positive 
deflationary action. The reduction in the Bank 
rate may be regarded as evidence that the 
immediate crisis is past, and that it is now 
possible to take a longer view of the country’s 
needs. If, however, another series of claims 
for higher wages for the same work should be 
conceded, we may be thrown back into a state 
of crisis caused quite simply by the impossi- 
bility of selling our manufactured goods 
abroad at the resultant higher prices. 


Need for Government Economy 


The efforts of the Government to improve 
the atmosphere, in which it has received loyal 
support from all sections of the community, 
can, however, all be wasted unless the question 
of its own expenditure is tackled in a sterner 
and more business-like way. It is true that 
there exist various statutory checks on expen- 
diture, but it is also true to say that, with the 
exception of the Treasury, they work at too 
late a stage to exert more than an indirect or 
moral influence. The problem must be tackled 
at an earlier stage, when policy is_ being 
decided. 

An aspect of the question which is fundamen- 
tally unsatisfactory is that there is no inescap- 


able pressure on any*Government to economise, 
in the sense that a Board of Directors or a 
private individual has to economise. If it is 
prepared to forget that there will be a day of 
reckoning, there is in the last resort no limit 
to the amount of money that a Government 
can raise internally by taxation, or failing that 
by inflation. 

We find the same tendency prevalent in the 
expenditure of Local Authorities. Mercifully, 
they have no power to create money for their 
own use, as the Central Government has, but 
there has been an appalling increase in their 
expenditure in recent years, and the increased 
assessments with which we are threatened are 
not likely to reduce the aggregate demand 
upon the ratepayers as a whole. 


To me, it is a horrifying thought that nearly 
one-third of the whole national product now 
falls into the maw of Government. Difficult 
though it may be, it is the civil expenditure 
of the Government, including the Local 
Authorities, which must be ruthlessly curtailed. 
If there is to be any further increase in social 
services, it can only come out of increased 
production. 


Taxation and the Middle Classes 


There is hardly any limit to the evils which 
flow from excessive taxation, and if I pick out 
one for special emphasis it is because I feel 
that, despite his lip-service, it does not suff- 
ciently interest the party politician. I refer 
to the plight of the men and women who 
provide the brains, the enterprise, the leader- 
ship, without which the manual workers, 
however skilled, would be as helpless as sheep 
without a shepherd. If it were decided to 
make taxation less intolerable for the middle 
classes, the best means of giving effect to this 
decision would undoubtedly be through the 
earned income allowance, a concession which 
the Chancellor has already expressed a desire 
to make. Not only might the proportion be 
made more favourable, but, even more impor- 
tant, the upper limit of this allowance should 
be removed, so that full benefits are no longer 
denied to those who most deserve them from 
the. point of view of the services which they 
render to their employers and through them 
to the nation. 

Some might perhaps feel that this offends 
against the modern doctrine of fair shares, 
which seems to have been quietly substituted 
for the older creed of equal shares. A doctrine 
of equal shares is, of course, sheer nonsense, 
as the Russians discovered long ago. As far 
as fair shares are concerned, surely it is fair 
that he whose work is more valuable to the 
community should have the higher reward, 
and surely any other result is unfair. 


Our present Government has no need, I 
think, to suffer from any inhibitions of this 
kind. It is true that until Government 
expenditure has been more seriously taken in 
hand the prospects of major reductions in 


taxation do not look very favourable; but - 


when you have some money to spare, Mr. 
Chancellor, please give a thought to the middle 
classes. 
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BARCLAYS BANK LIMITED 


Anthony William Tuke, Chairman. 
Sir Frederick Cecil Ellerton, Deputy Chairman. 
Cuthbert Fitzherbert, 
Authony Charles Barnes, D.S.0., 0.B.E., Vice-Chairmen. 


General Managers: 
G. F. Lewis, R. G. Thornton, J. D. Cowen, E. Brimelow. 


General Manager (Staff): A. G. Boyd. 
Statement of Accounts, 31st December, 1953 


LIABILITIES 
£ 
Current, Deposit and other Accounts............... 1,389,108,838 


Acceptances, Guarantees, Indemnities, etc., for 
account of customers........................... 49,371,851 


IS 25.555 site ce dc ca vninaasddedawnaasangasas 22,914,703 
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ASSETS 


Cash in hand and with the Bank of England...... 106,222,347 
Balances with other British Banks and Cheques 

in course of collection........................... 62,687,758 
Money at Call and Short Notice..................... $1,288,500 
NN oi uke eee abe aaaapuaudion 296,353,907 
i i ik Be oe 499,787,259 
Advances to customers and other Accounts...... 393,479,204 
Investments in Subsidiaries :— 

The British Linen Bank........................ 3,728,558 

RY os ude neoneenesdonnnes 9,753,388 
Other Trade Investments.............................. 1,957,420 
Bank Premises and adjoining Properties......... 9,515,200 
Customers’ Liability for Acceptances, Guarantees, 

I ns oo sk sa ccn ceuumeivhewacecks 49,371,851 


HEAD OFFICE : 
94 LOMBARD STREET, LONDON, E.C.3 
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An account 
of stewardship 


At the end of 1953 our Deposits amounted 


to £1,204 millions. Here are four of the chief 


ways in which we have employed these vast 


sums entrusted to our care:— 


Advanced to Trade, Industry, Agriculture 


and other borrowers: £289 millions 


invested in British Government Securities, 
£609 millions 


including Treasury Bills: 


Loaned at Call or short notice to the 
Money Market: £88 millions 


Held as Cash: £99 millions 


LLOYDS BANK 


LIMITED 


71 Lombard Street London E.C.3 
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LLOYDS BANK LIMITED 





Britain’s Post-war Progress 





Lord Balfour of Burleigh’s Survey 





Bank Limited will be held at the Head 
Office, 71 Lombard Street, London, E.C., 
on February 12. 

The following are extracts from the state- 
ment by the chairman, The Rt. Hon. Lord 
Balfour of Burleigh, D.C.L., D.L., accompany- 
ing the report and accounts for the year ended 
December 31, 1953:— 

Our Profit at {2,083,781 is £119,116 higher 
than last year, but should the steady decline 
in our Loans and Advances persist and the 
growth of our staff costs and running expenses 
continue, our future earnings may not be 
maintained at the present level. 

With regard to the increase of 2 per cent. 
in the dividend, making 14 per cent. for the 
year, which members wil! be asked to approve, 
I emphasise what I have indicated on previous 
occasions: that it has been considerations of 
public policy which have been largely in your 
Directors’ minds in recent years in refraining 
from altering our rate of distribution. But— 
and especially in our case, as our reduction was 
more drastic than that of others—it has become 
at last a matter of simple justice to the share- 
holder that we should permit some alleviation 
of the restraint which we have so long imposed 
on ourselves and on him. 

It is considered desirable to strengthen our 
published reserves, and a sum of £500,000 has 
been added to General Reserve, making the 
total of the Reserve Fund /16,500,000. An 
amount of £300,000 has been allocated to 
Reserve for Future Contingencies. 

Referring to the Balance Sheet, our Current, 
Deposit and other Accounts at £1,204 millions 
show an increase of £35 millions. The prin- 
cipal changes in our assets are increases of 
£50 millions in our holding of Treasury Bills 
and £4 millions in our Investments. 

In conformity with the general trend of 
bankers’ advances, as a result of the restrictive 
lending policy our Loans and Advances show 
a reduction of {21 millions, the largest falls 
being in the categories of Public Utilities and 
Personal and Professional borrowers. 


T annual general meeting of Lloyds 


The Post-war Record 


Since it was at the beginning of 1946 that 
I had the honour of becoming Chairman of this 
Bank, my annual Statements to shareholders 
form a series extending over the entire period 
since the war. On previous occasions my 
remarks have been devoted mainly to a 
review of economic developments during the 
preceding twelve months. It is my intention 
this year to take a rather broader canvas and 
to look at the post-war period as a whole. In 
appraising our record over this period, two 


obvious measuring-rods present themselves: 
the record of the corresponding eight yeas 
after the first world war and the record of 
other countries after this war. 

Nobody would deny that on this occasion 
we have in most respects done muth better 
than after 1918. Taking the country as a 
whole and the period as a whole, the distin- 
guishing feature has been the high level and 
stability of employment. The recurring violent 
crises in the balance of payments have not 
touched the man in the street, who still 
remains unaware of the dangers to our national 
livelihood that threaten a rude awakening. 
Indeed, it is symbolic of the contrast between 
the two periods that whereas 1926 will be 
remembered as the year of the General Strike, 
1953 will be remembered as the year of the 
Coronation. 

The trend of production has also been more 
favourable this time. By 1950, industrial pro- 
duction is estimated to have been about one- 
third higher, and agricultural output about 
one-half higher than before the war. Between 
1946 and 1952, the output of all goods and 
services—the real national income—is esti- 
mated to have risen by about 15 per cent. and 
consumption by 5 per cent. 


Success of Export Drive 


Another striking contrast with the post- 
1918 period is to be found in the success oi 
the post-war export drive. Our exports at 
their peak have been raised some two-thirds 
above the 1938 volume. It is true that this 
result was achieved under exceptionally favour- 
able conditions, with our overseas customers 
in the main highly prosperous, with the 
American boom creating an environment of 
expanding world trade and with German and 
Japanese competition absent or greatly re- 
duced. Under such conditions we could 
almost certainly have done better still had our 
internal finances been handled differently; -but 
the actual achievement is very substantial. 

The two post-war periods present a double 
contrast: after the first war, deflationary 
conditions at home accompanied by external 
solvency; after this war, inflationary condi- 
tions at home accompanied by serious balance 
of payments troubles. This is, of course, no 
coincidence. Everybody now realises that an 
excessive level of home demand is bound to 
upset the balance of payments. We have not 
in fact managed to strike the proper balance 
between inflation and deflation. 

Let me now take up my second yardstick 
and compare our experience with that of other 
countries since 1945. In appraising our own 
post-war achievements we must, of course, 
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leave North America out of account entirely 
when seeking a basis of comparison. By 1946, 
American production was already double the 
pre-war level and is now about two and a 
half times the pre-war level. The fairer com- 
parison is with the other countries of Western 
Europe. 

At first sight we seem, by this test also, to 
have done extremely well. Unfortunately if 
Germany is excluded as a special case a very 
different picture emerges. When that is done, 
it appears that.even in the early post-war 
years we did very little better than our neigh- 
bours across the Channel, and on balance over 
the whole period to 1950 we just kept pace 
with them. 

What is disconcerting is that in the general 
progress of Western Europe since 1950 this 
country seems to have been left behind. 


Inadequate Savings 

There. is ample evidence that the supply of 
savings in post-war Britain has been quite 
inadequate to enable us to fulfil our national 
tasks. The clearest proof is, of course, our 
inability to achieve a sufficient surplus in the 
balance of payments to make our due contri- 
bution to the development of the Colonies and 
other parts of the Commonwealth. Quite 
apart from the external balance, however, it 
is clear that we have been consuming too 
much of our current production and making 
too little provision for the future. In many 
European countries the proportion of resources 
devoted to building up the national capital 
has been double that in this country. 

The unhealthy trends in the supply of 
Savings are quite apparent if we examine the 
nation’s capital account for the _ five-year 
period 1948 to 1952. We find that, after pro- 
viding for the maintenance of physical capital, 
persons and “unincorporated business "’ (for 
example, professional people and traders other 
than limited companies) have been drawing 
heavily on past savings over the period as a 
whole. This is probably the most serious 
feature of the whole situation. 

Apart from the national exchequer, public 
and private limited companies alone, taken as 
a group, had a balance of savings left over 
after financing their own net investment. 

There has undoubtedly been some improve- 
ment in the financial climate since the return 
to more orthodox monetary techniques two 
years ago. The cost of living has been steady 
for many months past, though retail prices 
have yet to reflect to any marked extent the 
decline in wholesale prices. It has been possible 
to remove many important commodities from 
rationing or control without untoward effects; 
the complete abolition of food rationing is 
foreshadowed for the near future. 

Externally, the balance of payments has 
been steadily on the credit side for eighteen 
months. Sterling holds firm in relation to the 
dollar and is no longer quoted in any market 
at more than a trifling discount. 

All this makes a heartening catalogue of 
improvement. Can we, all the same, claim to 
have got rid of over-taxation or of creeping 
inflation ? The level of public expenditure, 


and the dead weight of taxation which that 
carries with it, remains one of the chief ob- 
stacles to our future stability and progress. 

As to inflation, it is a matter for regret that 
the new monetary policies introduced in 
November, 1951, have not in fact meant a 
reduction in bank deposits. On the contrary, 
Lloyds Bank’s seasonally adjusted index of 
deposits has for some months been standing at 
record levels. I should be happier if we had 
been funding bank deposits over the past year 
instead of creating some £200 millions of addi- 
tional purchasing power, particularly as it is 
the official view that the general situation calls 
for the maintenance of the restrictions in 
bank lending. 


Two Essential Tasks 

[I cannot escape the conclusion that our 
position must still occasion grave concern. It 
is true that the acute peril of two years ago 
has been surmounted. The immediate threat 
to the stability of the pound sterling has 
receded. We have a breathing space gained 
by our own efforts, with the help of some 
good fortune. But before we can face the 
future with confidence, two things are neces- 
sary, both of them dependent upon an adequate 
supply of savings. 

First, we need a great increase in the volume 
of productive investment at home, for we 
cannot hope to hold our position in world 
markets unless the rate of modernisation of 
our industrial equipment at least keeps pace 
with that of our competitors. Secondly, our 
overseas earnings must somehow be increased 
until these are sufficient not merely to pay for 
our food and raw materials in a good year but 
to leave a substantial surplus year in year out 


Inflation Persists 

Can we feel sure that our internal policies 
are directed above all else to the achievement 
of these supreme objectives ? Notwithstanding 
the progress made in checking inflation during 
the past two years, the continuance of the 
wages spiral is sufficient evidence that inflation 
persists. We have to ask ourselves whether 
the last two budgets have after all been suff- 
ciently realistic. Moreover, it is clear that 
monetary policy in the sense of higher rates of 
interest alone cannot do everything. If we 
wish to ensure that the pound maintains its 
value, that manpower finds its way to the right 
industries, that increased output goes into 
exports or capital formation and not into con- 
sumption, then an expansion in bank deposits 
is not the best way to promote those aims. It 
is the inescapable duty of the Government to 
put a stop to inflation at its source, which is 
the additional supply of money derived from 
Government spending. The question which 
still awaits an answer is whether any Govern- 
ment can to-day hope to survive the unpopu- 
larity which’ effective disinflation would 
provoke. 

And I am sure the hard fact is not sufficiently 
realised that no-one in the world owes us a 
living and that, utterly dependent as we are 
on the sale of exports in a buyers’ market, 
nothing will get us through but tremendous 
efficiency and the fullest competitive power. 
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general meeting of Midland Bank Limited, 
will be held on February 16 at the head 
office, Poultry, London, E.C. 


The following are extracts from the state- 
ment by the chairman, the Rt. Hon. Lord 
Harlech, K.G., P.C., G.C.M.G., on the report of 
directors and balance-sheet for the year to 
December 31, 1953:— 
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Comparison of our latest balance-sheet with 
that for December, 1952, shows much the same 
features, on a somewhat larger scale, as those 
to which I called attention a year ago. The 
total of deposits is 475m. higher—a rise of 
54 per cent. as compared with 14 in 1952. 
The expansion of purchasing power in the 
hands of the public, recorded by the collective 
returns of the clearing banks and by the 
official estimates of currency in circulation, has 
reflected a further growth of the national 
income and of the turnover of business as a 
whole. The authorities have continued to rely 
upon the exercise of restraint in non-govern- 
mental borrowing from the banks, and the 
enlargement of deposits has been accompanied 
by an increase in the banks’ holdings of 
Government debt. As the policy of the Bank 
of England has been to provide an ample cash 
basis for this expansion, the banks themselves 
have become still more liquid, notwithstanding 
the Government’s debt funding operations 
during the year. 


In our own bank, as will be seen from the 
balance-sheet, the holding of Treasury bills 
has gone up by £41m., and of investments by 
£39m., while advances to customers—represen- 
ting non-governmental borrowing—have de- 
clined by 420m. Our “ liquidity ratio,’’ that 
is the percentage of deposits which is covered 
by cash, short loans to the money market and 
bills maturing day by day, has risen by about 
2 per cent. to 38.8. At the same time we have 
strengthened still further the safeguards against 


capital depreciation of our investments in 
British Government securities. To-day more 
than half the total have final maturity dates 
within the next five years, and nine-tenths 
within I0 years. 


The further decline in advances calls for 
explanation. In part it results from an ac- 
cidental factor—the irregular rise and fall of 
short-term borrowings by the nationalised gas 
and electricity undertakings to finance their 
capital expenditure in anticipation of periodical 
issues of stock to the public. In part, too, it 
reflects the official policy of restraint in the 
provision of finance for personal and profes- 
sional purposes. Even so, the fact is that 
accommodation to industry and trade has on 
balance diminished over the year—and this 
at a time when the Government has been 
reducing controls and turning back into private 
hands the trade in a number of commodities. 


This is a process which might have been 
presumed to necessitate heavier borrowing 
from the banks for carrying on production and 
distribution. On the other hand, the demand 
for finance has been eased by the continued 
downward movement in prices of most basic 
materials. Further, as the post-war phase of 
irregularity of supplies of raw materials and 
components has come to an end there has been 
less anxiety in industry to accumulate and carry 
stocks. Another factor contributing to the 
increased financial liquidity of business as a 
whole has been the considerable volume of new 
capital issues and other arrangements for 
augmenting the permanent resources of many 
undertakings. Doubtless any change towards 
an upward trend of primary prices would lead 
to a review of business policy in respect of 
stocks, which might well be reflected in a 
renewed demand for advances. Against that 
possibility there is at present an ample margin 
for future expansion of advances in response to 
needs that fall within the range of official policy. 
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Reasons for Dividend Decision 


It will have been noted that the net profit 
of the bank for the year just ended is about 
the same, after allowing for the change in the 
standard rate of income-tax, as for the previous 
year. The full effect of the lowering of the 
Bank Rate, with associated changes, was not 
felt until near the end of the year, as bills 
already held in our portfolio ran off and had 
to be replaced at lower yields. Now, however, 
the downward movement is exerting heavier 
pressure on our earning power. The volume 
of work continues to grow, and the upward 
trend of banking costs has not yet come to an 
end. Further, the risks attendant upon the 
lending side of our activities must be expected 
to increase as business is carried on more and 
more in the circumstances of a free economy 
enjoying less of the protection afforded as one 
effect of Government controls and intervention. 


In recommending an unchanged rate of 
dividend for the past year your directors have 
had in view all these and other factors. They 
are of one mind in believing that our first 
concern, now as always, must be the security 
and strength of the bank’s financial position in 
the interests of all concerned, more particularly 
our depositors. Hence the substantial ap- 
propriations that are again being made to inner 
reserves. They recall that our own rate of 
dividend has for many years been higher than 
those paid by most other banks. They would 
remind shareholders, too, of the heavy burden 
of profits tax where profits are distributed as 
dividends. In our own case the dividend at the 
rate of 16 per cent. works out at £2,425,000; 
but owing to the methods by which income-tax 
and profits tax liabilities are calculated the 
dividend and the taxes related to it actually 
absorb 43,464,000. 

During the past year we have again had 
opportunities of watching the progress of our 
two affliated banks, the Belfast Banking Com- 
pany and the Clydesdale and North of Scotland 
Bank, and I have been impressed by the 
efficiency and enterprise with which they 
strive, with success, to maintain their high 
standing in their respective spheres of activity. 
Our Executor and Trustee Company, too, is 
making further headway in its own specialised 
branch of business, which is closely ancillary 
to our regular banking operations. In all 
three organisations I have been glad to notice, 
as in our own bank, the outstanding quality 
of the staff and, in particular, the promise to 
be found among the younger members that the 
standard we have set ourselves will be fully 
upheld. I would like to record with pleasure 
the establishment of a new Midland Bank 
Staff Association. 


Information Services 


Describing the services of the Bank as 
a source of information, the statement 
continues:— The head office Intelligence 
Department provides general economic and 
financial data to meet requests from an ever- 
widening range of individuals, public depart- 
ments, educational and other bodies in this 
country and abroad. The quarterly Review, the 


mailing list for which is constantly lengthen- 
ing, has the distinctive quality of being written 
wholly within the bank. 


Another section of the bank’s organisation 
with similar but rather more specialised 
functions, lies within the overseas branch at 
Old Broad Street, which, through its foreign 
trade information department, has developed 
since the end of the war its own particular 
range of services designed to help forward the 
efforts of industry to expand its activity in 
international trade. Apart from the routine 
handling of overseas status inquiries, much 
of the work in this field is concerned with pro- 
viding introductions, to be used by corres- 
pondence or on personal visits, for business 
men desirous of establishing representation in 
this or that country or making other forms of 
contact whereby overseas trade in their 
particular products can be enlarged. This isa 
two-way traffic, arising on the one hand from 
the initiative of British exporters and importers 
and on the other from traders in all parts of 
the world seeking, through their own banks, 
business introductions in this country. In the 
course of dealing with many thousands of these 
inquiries the department acquires and makes 
accessible a wide and detailed knowledge of 
channels of trade in every sort of product, as 
well as a fund of up-to-date information about 
regulations of all kinds, throughout the world, 
aftecting British exports. 


We find that in this way much assistance is 
given to the efforts of industrialists and traders 
whereby alone the country’s balance of inter- 
national payments can be firmly re-established. 
The overseas branch is able to render such 
service by virtue of the intimate relations 
maintained by its management with banking 
and other correspondents in every part of the 
world. We ourselves do not operate abroad, 
either through branches or through affliated or 
associated banks, and our sources of informa- 
tion are rendered the more fruitful by this very 
fact. Wecan assuredly claim that our network 
of mutually helpful relations is unrivalled in its 
scope and reliability, supported as it is by 
constant communication, by mail, cable and 
telephone, and by periodic personal visits. I 
should like to stress, too, the fact that the 
service just described is not limited to the 
provision of written information; the branch 
has an expert staff available for consultation 
with traders on problems—particularly those 
concerning credit, payments and _ financial 
technique-—arising in the course of their over- 
seas business, while representatives are always 
ready to visit customers of the bank for 
personal discussion at their places of business 
in any part of the country. 


Taken together, these two sections of the 
bank’s organisation perform a public service 
which derives much of its value from the point 
of vantage occupied by trained officials in 
observing the details of the ever-changing 
currents of business, both domestic and 
international. I have just noted the contribu- 
tion made to that work by personal associations, 
and may illustrate the point by mentioning 
that during the past year I have myself called 
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on bankers in the United States and Italy, 
while our chief general manager was able to pay 
a visit to Canada; other members of our staff 
have made special or routine tours in Belgium, 
Holland, Western Germany, Italy, Turkey and 
countries in the Far East. We benefit greatly, 
moreover, from the privilege of receiving visits 
from leading bankers and other welcome 
guests from all parts of the world. Our over- 
seas visitors’ book is something of which we 
are very proud: it symbolises an asset, in 
mutually helpful relations, the true worth of 
which is incalculable not only to us but to 
British commerce and industry generally. 


Progress of the National Economy 


I turn now to a review, which must needs be 
highly compressed, of the course of affairs in 
the national economy. During the past year 
industrial production has recovered the ground 
lost in 1952, and latterly it has been running 
well above the high level of 1951. Only ina 
very few sections is any difficulty experienced 
in maintaining a _ continuous inflow of raw 
materials. Against the encouraging rise in 
manufacturing output has to be set a further 
growth of personal consumption, so that it 
can still be argued that there is need of allocat- 
ing larger proportions of the national resources 
to new capital investment, particularly in the 
improvement of industrial equipment, and—in 
present circumstances an even more urgent 
demand—to the expansion of exports. 





This last requirement, indeed, is critical. 
Lower import prices have contributed to the 
maintenance of a surplus on the current 
balance of payments, but it is doubtful 
whether the net result for the year just ended 
will turn out to be as gratifying as for 1952. It 
seems that the rise in our gold and dollar 
reserves, limited as it is, is being achieved at the 
cost of an enlargement of Britain’s short-term 
sterling liabilities and a change-over to recur- 
rent deficits in trade with Western Europe as 
settled through the European Payments Union. 
There is no sign of the early establishment of a 
sufficient surplus on the balance of payments 
to finance new investment in British territories 
overseas and other parts of the world. 

The facts being as they are, it is a striking act 
of faith that the Government has taken a 
number of steps towards liberalisation of trade, 
credit and investment. If this act of faith 
is to be justified by results the need is insistent 
for exerting all the energy and resourcefulness 
that can be mustered in support of export 
trade, and in particular for improving Britain’s 
competitive position in the markets of the 
world. 

In the past year or two we have witnessed 
a change, in favour of the buyer, in world 
markets and a rapid revival of the productive 
and selling power of countries which had until 
recently been only small participants in world 
trade. It was perhaps a natural consequence 
of the struggle for economic recovery that all 
sorts of special devices should have been 
brought into use, particularly in European 
countries, for promoting export trade by, in 
effect, indirect subsidies. The Federation of 


British Industries is to be congratulated on its 
preliminary success in its attempt to remove 
such unequal inducements, which tend to add 
uncertainties and instability to the basis 
of competitive trade. But the possibility 
of their modification or removal by inter- 
national agreement should not blind us to the 
ever-present need of achieving and maintaining 
the highest standards of quality and adapt- 
ability of products, competitive pricing, and 
the fulfilment of the shortest possible delivery 
dates. On a national plane, moreover, we 
need to make available, through the creation 
of a healthy surplus of production over con- 
sumption, the capital resources to back up the 
efforts. of industry in technically proficient 
production and in active salesmanship in 
markets throughout: the world. 


The restoration of convertibility of the pound 
sterling stands as a central objective of official 
policy, though its attainment does not perhaps 
rank so high in unofficial estimates of near-at- 
hand achievement as it did a year ago. It 
seems that any further developments await the 
emergence of more definite lines of United 
States Government policy than have yet 
appeared. It would be a thousand pities if, 
when American trade and currency policy has 
become clearer, the then existing international 
position of this country should be found to 
hamper the exercise of United Kingdom 
leadership towards a fuller realisation of the 
world’s capacity for orderly expansion of its 
manifold resources for the benefit of all nations. 


Reverting to our domestic situation, the 
records of the past year have been character- 
ised by greater steadiness of prices than in 
previous years. Prices ot finished goods, 
however, have been steady rather by virtue 
of the further decline in prices of basic materials 
than of any cost economies within industry 
itself. Accordingly the apparent equilibrium 
must be regarded as precarious, and the needs 
of the balance of payments make it imperative 
that costs of production and distribution 
should be freed from any further pressure of 
internal inflation. 


Significance of Recent Monetary Changes 


Réference has been made to the immediate 
effects upon the banking position of the lower- 
ing of Bank Rate and the associated changes 
in other rates which took place last September. 
In a long-term context it might be argued that 
this was perhaps the most significant economic 
event of the year. I say this not because it 
seems to have been interpreted rather widely 
as indicating a change in current monetary 
policy. On the contrary, one of its unusual 
accompaniments was a clear official warning 
that there was no intention of making credit 
more readily available; and indeed there was 
little or nothing in the economic situation itself 
to warrant a stimulus to the demand for credit. 
It was not an “‘ easy money ”’ move, though it 
did mean, for both public and private borrowing 
as a whole, cheaper money. Its deeper 
significance arose from other considerations. 
One of them was the fact that the change was 
announced in the time-honoured manner after 
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A BANK NOTE for £10 issued in Grantham in 1827 by 
Hardy & Co., farmers, innkeepers and bankers in the district, 
was paid by us over a century later as successors to the 
old private bank.” Many country banks have contributed to 
the growth of the Midland, until at the close of last year it 
was entrusted with nearly £1,450 millions of balances held 


en business, public and private accounts in large numbers. 


* The note is displayed in the Bank’s collection of historical 
material at its Poultry and Princes Street branch, London 
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the weekly meeting of the Court of the Bank 
of England—a ditterent procedure from that 
followed ox the occasion of the two preceding, 
upward movements. Another was the re- 
moval, in effect, of the special rate for Bank of 
England loans to the money market against 
Treasury bills, a new device introduced when 
the Bank Rate was first raised, in November, 
1951. The abandonment of this device gave 
greater flexibility to the market, so that, 
although the Treasury is still by far the largest 
borrower, and to that extent “ calls the tune,” 
the preference it enjoys from its top credit 
standing is no longer augmented by a special 
discrimination in its favour. The margin 
between discount rates for Treasury bil's and 
prime bank bills is now just about the same as 
before the war. These facts point to the 
conclusion that, as in industry and trade 
generally, the policy of the Government is to 
move towards the rehabilitation of what is 
often called the ‘‘economics of the market 
place.” 


I would emphasise the setting of the facts 
just mentioned in the monetary history of the 
past two decades. The period falls naturally 
into three parts: first, the years from 1931 to 
1939 when active official 
monetary affairs .was being progressively 
developed after the breakdown of the gold 
standard; next, the war-time regime, which 
extended to 1947, of still more active inter- 
vention supported by statutory controls; and 
finally, the post-war phase of piecemeal relaxa- 
tion of controls and a tentative approach 
towards internal monetary flexibility. 


In terms of economic priorities, the feature 
of the pre-war period was the preference 
accorded to domestic monetary policy as 
against any fixing of exchange rates and of the 
value of the currency in terms of gold—the 
overridirg condition of an effective gold 
standard. The objects pursued in domestic 
monetary policy were, first in time, a diminu- 
tion of the weight of debt charges on the 
national Exchequer, and secondly the provision 
of a stimulus to investment, through a “‘ cheap 
money ’’ policy, in the interests of business 
recovery and alleviation of the then intolerable 
burden of unemployment. To this end open 
market operations to expand the volume of 
money went hand in hand with low interest 
rates. Monetary measures were thus pressed 
forward to stimulate projects leading to a 
cumulative business revival and enlargement of 
the opportunities of employment. On the 
external side of monetary affairs, the pound 
sterling was left to find its own level of value 
in terms of other currencies and of gold, subject 
to more or less continuous intervention by the 
Exchange Equalisation Account with a view 
to smoothirg out violent fluctuations and 
combating speculative movements. The 
‘“ sterlirg bloc ’’ came into being in recogni- 
tion of the continued supremacy of sterling, 
notwithstanding the departure from its tradi- 
tional relationship with gold, in the conduct 
of world trade and finance. The old system of 
fixity of exchange coupled with internal 
monetary flexibility had been replaced by 


intervention in- 


xti 


flexibility of exchange in response to the 
outcome of calculated intervention in domestic 
monetary affairs. Alorg with this change 
went a shiftirg of prime responsibility for 
monetary management—now much more 
active and continuous than ever before—from 
Threadneedle Street to Whitehall. 


The outbreak of war brought an immediate 
reinforcement of intervention by controls. On 
the side of external monetary relations, a 
fixed exchange rate with the dollar was re- 
established, exchange resources were mobilised 
and reserves concentrated in the Exchange 
Equalisation Account—the functions of which 
thus became passive rather than active. 
Rigid restrictions were imposed upon the use 
of foreign currencies, and the informal sterling 
bloc was contracted and transformed into a 
firm administrative. unit which came to be 
known as the ‘‘sterling area’’ operating a 
joint ‘“‘dollar pool.”” The whole system of 
maximisir g our gold and dollar resources and 
keeping the demands to the bare, controlled 
minimum was supported by the regulation of 
imports, exports and domestic consumption. 


As to internal monetary arrangements, 
controls were less firm and all-embracing, yet 
scarcely less important. All borrowing other 
than by the British Government itself was 
made subject to official regulation. New issues 
of capital were almost entirely suspended 
durirg the war years, while bank advances 
diminished. The raising of new money by 
local government authorities also was controlled 
and concentrated upon the single source fed 
from the main stream of central Government 
borrowirg. In this way there developed the 
concept of a comprehensive national budget, 
broadened from the classical notion of ordinary 
Exchequer receipts and expenditure to en- 
compass the emergency expenditure of the 
central Government, the provision of cash for 
its trading operations in food and many other 
commodities, and all new capital outlays of 
local authorities. The major factor in deter- 
mining the volume of money, the growth of 
which was more restrained than durir g the First 
World War, was the rising budgetary require- 
ments of government. Fiscal policy came 
to dominate monetary policy. Departmental 
funds, particularly the accumulating surplus 
on national insurance schemes and the growing 
resources of the savings banks, absorbed large 
quantities of newly issued Government securi- 
ties, while expanding bank deposits at a time 
of declinirg bank advances accompanied a 
marked increase in the volume of Government 
borrowing from the joint stock banks. “‘ This 
monetisation of debt,’’ along with the other 
factors noted, enabled the authorities to keep 
interest rates at a low level throvghout the 
war. | 


The cheap money policy was pressed still 
further after the end of the war. The system 
of centralised governmental responsibility 
evolved for purposes of war finance was 
switched over to the promotion of physical 
and economic reconstruction, and -to the 
furtherance of expansion designed to ward off 
the risk of business depression such as had been 








experienced after the First World War. Hence 
in the early post-war years the new constitu- 
tional arrangements were given permanent 
statutory form in the Bank of England Act, the 
Borrowing (Control and Guarantees) Act and 
the Exchange Control Act. 


The events of this period of Government 
intervention coupled with controls derive their 
significance largely from the divergence which 
they marked from older economic theory. The 
expansive monetary policy, including low 
interest rates, had been pursued before the war 
with the object of promoting a fuller use of 
economic resources at a time when those 
resources were under-employed. The same 
procedure was continued throughout a period 
of sharply contrasted conditions—conditions 
of continuous strain upon all available re- 
sources. The inflationary effects of this policy 
maintained in such circumstances, were largely 
offset for the time being by the rigid imposition 
of both financial and physical controls. As 
events turned out, the inflationary effects were 
to a large extent only deferred or deflected, and 
even in the subsequent period budgetary and 
monetary policy have had to be shaped in 
terms of a continuous resistance to inflationary 
pressure. 


The Approach to Internal Flexibility 


The story of the past few years has been 
characterised by a tentative and somewhat 
halting approach toward greater internal 
flexibility. I say “‘ internal ’’ because by now 
the United Kingdom, along with many other 
countries, had become committed to the 
principle of fixed exchange rates subject only 
to marginal day-to-day fluctuations and to the 
possibility of occasional, controlled adjust- 
ments of the gold parity under the rules of the 
new International Monetary Fund. One such 
revision of the parity of the pound occurred in 
the autumn of 1949—striking evidence of the 
carry-over into the post-war years of infla- 
tionary pressure. In principle the United 
Kingdom was committed to convertibility of 
the pound sterling. The premature establish- 
ment, in effect, of that condition in 1947 was 
followed by a hasty retreat, and since then only 
a very gradual advance can be noted. The 
sterling area system remains, and exchange 
control is still enforced. But some degree of 
limited freedom of payments, of movement 
of funds and of market operations has been 
found practicable. The fixed dollar parity for 
the pound is sustained by official control over 
the supply of and demand for the “ hard” 
currencies. 


Domestically, a welcome advance towards 
elasticity can be noted. Up till 1951 the stress 
was still on fiscal policy, coupled with physical 
controls, as the chief instrument for arresting 
any decline in the purchasing power of the 
pound sterling; but from that time onward, 
especially as the physical controls were progres- 
sively abandoned, more reliance came to be 
placed on monetary policy. As regards the 
quantity of money, it was indicated that 
the authorities intended to work towards 
restoration of the system under which the 


volume of bank deposits was governed by the 
cash resources made available to the banks by 
the operations of the Central Bank. This 
appears to remain an objective, though opera- 
tions thus far have been conducted without 
rigidity and the financial needs of Government 
are still a principal determinant of the volume 
of. money outstanding. 


[It is in respect of interest rates that the 
movement towards greater elasticity has be- 
come notably more marked. Ever since early 
in 1947 long-term interest rates had been 
allowed to take their course, subject to continu- 
ing control of non-Governmental borrowing 
but to no more than an occasional minimum of 
active official intervention. The first step 
towards similar elasticity in short-term rates 
was taken in the autumn of 1951 after 20 years 
of almost unbroken fixity, and various technical 
modifications have had the effect of restoring 
considerable freedom for short-term rates to 
settle themselves in relation to a Bank Rate 
which has recovered some at least of its old- 
time manoeuvrability. 


To sum up the course of events in the third 
phase can be described as a partial return 
towards an open, freely-moving money market. 
As yet the return is no more than partial, for 
several limitations remain, including selective 
regulation of borrowing from the banks, 
continued restrictions on new capital issues and 
close scrutiny of operations fallirg within the 
scope of exchange control. Even so, within 
the past year the control of capital issues has 
been relaxed in favour of investment and unit 
trusts, while exchange control has been modi- 
fied to allow greater scope for financing foreign 
trade and to permit freer market dealings in 
various European currencies. Apart from the 
maintenance of controls, intervention is still 
practised. Thus the impact of Government 
receipts and expenditures and of the operations 
of publicly-controlled funds upon monetary 
conditions is still one of the main factors to be 
taken into account in shaping the design of 


the Budget while official influence upon condi- | 


tions in the short-term money market is 
exercised from time to time as occasion requires. 


The major contrast, however, between the 
system towards which we have been moving 
in recent years and that which was developed 
in the pre-war period lies in the current 
adherence to a fixed exchange parity as against 
what may be called the regulated elasticity of 
exchange rates practised in 1932-39. It can 
hardly be disputed, as a basic dogma, that 
a healthy, adaptable, expanding national 
economy requires, as one of its basic conditions, 
an element of flexibility in its monetary 
system. If that flexibility is not provided in 
the relations of its national currency with those 
of other countries, then it must be provided in 
its own internal monetary arrangements: 
the choice may be deferred, but it cannot be 
indefinitely evaded. Thus interpreted, the 
steps taken can be described as yet another 
stage in the long experimental process of 
working out an effective monetary system fora 
‘“ mixed ’’ economy—neither wholly “ free’ 
now wholly “ planned.”’ : 
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NATIONAL PROVINCIAL BANK LIMITED 





Sterling Should be Made Convertible 





The Need for a Sound Currency and a Stable Exchange 





National Provincial Bank Limited will be 
held on February 11 in London. 

The following is an extract from the circu- 
lated statement of the chairman (David John 
Robarts, Esq.): 

Last year we celebrated our one hundred 
and twentieth anniversary and to mark the 
occasion we published a short account of our 
origins and history, under the title of ‘“‘ Bold 
Adventure.” This little booklet was well 
received by our friends throughout the world, 
as their many letters of appreciation have 
shown. It is interesting to record that the 
initial cost of the “‘ experiment ”’ of founding 
the bank 120 years ago was estimated at the 
modest sum of £300: the statement of accounts 
to which I shall shortly turn, affords sufficient 
commentary on the success of the experiment. 

Coutts and Co.—The balance-sheet of 
Coutts and Co. as at December 31 last accom- 
panies our own report and accounts. 


[xa 121st annual general meeting of 


Statement of Accounts 


The total of our liabilities on current, 
deposit and other accounts, which at the end 
of 1952 was /£854,562,827, now stands at 
£869,423,762. The ratio of the more liquid 
assets, cash, money at call and short notice, 
and bills, to these deposit liabilities is 39.5 
per cent. This compares with 38.8 per cent. 
a year ago. 

Investments in securities of, or guaranteed 
by, the British Government are shown at 
£247,615,167, giving a ratio to deposits of 28.5 
per cent., compared with 28.0 per cent. last 
year. In accordance with our unbroken 
custom, we continue to show these investments 
at a figure which understates their market 
value. 

Our advances have again fallen during the 
year, from {252,102,387 to £244,187,225. Full 
provision has been made for all accounts 
carrying any risk of loss to the bank. We have 
continued to exercise the selective control over 
advances enjoined upon us by the Chancellor 
of the Exchequer and this has restricted our 
opportunities to expand this important side 
of our business. Moreover, raw material and 
wholesale prices have fallen from the high 
levels of recent years and stocks held are lower 
in volume; in consequence the demand from 
some industries and trades for bank finance 
has tended to decline. 

The net profit for the year is £1,765,768 


compared with £1,525,013 for 1952. The 
amount brought forward from 1952 is £686,466 
and this, added to this year’s profit of 
£1,765,768, gives a disposable figure of 
£2,452,234. An interim dividend of 8} per 
cent. has been paid and accounted for £443,162. 
It is proposed to deal with the balance as 
follows:—to pay a final dividend of 84 per 
cent. and to make an appropriation to reserve 
funds of £750,000. Thereafter will remain to 
be carried forward a balance amounting to 
£815,909. 

The past year marks a definite turn for the 
better in our post-war readjustment. Accus- 
tomed as we have become to the recurrent 
exactions of successive Chancellors of the 
Exchequer, the alleviations in the last Budget 
were a welcome surprise, even though they 
left us plenty more to hope for in the future. 
The gradual demobilisation of war-time con- 
trols and of rationing has also helped. Love 
of freedom and a dislike of restrictions are in 
our blood and we look forward to the dis- 
appearance of the remaining controls. In 
every country where this policy has been tried 
it has been successful in providing incentives 
and stimulating enterprise. So it may be 
hoped that this year the nation will go forward 
in better heart to work together in the common 
task of rebuilding our prosperity by the only 
means by which it can be done—greater 
eficiency and higher productivity. 


Progress in the Financial Field 


During the past year definite progress has 
been made in the financial field. The clearest 
evidence is the strength of sterling which has 
become more and more a hard currency. A 
number of factors have contributed to this, 
but the revival of the use of Bank rate as an 
instrument of financial management has cer- 
tainly played an important part. In the 
prevailing conditions, it is difficult for Bank 
rate to be made fully effective. But, even so, 
the action taken has produced good results in 
tapering off some of the inflationary financing 
to which we have become accustomed and in 
enabling our economy to shed some super- 
fluous fat. It has therefore helped to achieve 
what has been rightly described as a precarious 
balance. But the volume of domestic con- 
sumption is still too high and the volume of 
savings too low. There is still much to be 
done before we can reach a position of financial 
security and independence and if a chill wind 


xiii 








should blow from overseas we might find 
ourselves again in grave difficulties. We do 
not want to justify the wisecrack that we have 
turned the corner so often that we are now 
back again where we started. 


Sterling Convertibility 

One might have expected-that the steadiness 
of the sterling exchange and the improvement 
in the general position of the sterling area 
would have enabled the authorities to carry 
out their declared aim of making sterling con- 
vertible—but little has been heard of this 
subject lately. One of the reasons which have 
led the authorities to go slow on their objective 
is apparently disappointment of hopes that the 
United States would facilitate action by 
revising their tariffs so as to encourage imports 
into the U.S.A. We can certainly urge on 
them as the world’s greatest creditor the 
desirability of such action, and there has been 
a growing appreciation in American business 
circles of the economic arguments in its favour. 
If we can root out the inflationary tendencies 
which still persist in our own system and can 
make our industries and costs of production 
more fully competitive in open markets, we will 
be in a stronger position to appeal for more 
liberal trade policies, not only in the U.S.A. 
but throughout the world. 


Production Costs the Cardinal Problem 


The cardinal problem is to prevent our costs 
of production from pricing our exports out of 
the market. Production in recent months has 
shown a Satisfactory increase but too much of 
the output has gone into the home trade instead 
of into exports. We have to face increasing 
competition from other manufacturing coun- 
tries which are now claiming their share of 
world trade and we are tending to lose export 
orders, even in sterling area countries. It is 
often alleged that foreign exporters obtain 
orders because they can offer more favourable 
credit facilities than U.K. exporters can do. 
In some instances this may be true but I am 
inclined to doubt whether this is the sole cause 
of many lost orders. In the case of credit- 
worthy customers I believe that appropriate 
credit facilities can and will be made available 
to exporters by British banks and accepting 
houses. Certainly this is true of National 
Provincial Bank. 

Normally, I am sure, delays in delivery and 
non-competitive prices are a much greater 
handicap than the alleged lack of credit 
facilities. The cost of credit in the Continental 
countries rules substantially higher than in 
this country and, if their exporters can quote 
better terms, it is because their people are 
prepared to work harder for less wages than 
we are. 

If our competitors cut down the price of their 
manufactures, and we fail to do so, the terms of 
trade may still be in our favour but the trade 
itself will be lost. Above all, our exporters 
must be able to quote firm prices, without an 
‘escalator ” clause allowing prices to be ad- 


justed for increases of costs: and this will b 
practicable only if they can rely on stability of 
costs. For this purpose we need a stable 
system of prices and exchange. 

There is no social benefit of greater import- 
ance to the country than a sound currency and 
a stable exchange. Without the solid founda- 
tion of a stable currency, prices cannot be kept 
stable and without stable prices all the plans 
of the Welfare State will be illusory. And the 
attainment of stability depends not on what 
the U.S.A. or Europe may do—though they 
can undoubtedly help—but on our own eco- 
nomic and industrial policy. If our wcrkers 
insist on constant increases of money wages, 
without any equivalent increase of produc- 
tivity, we cannot hope to keep our currency 
sound or our price level stable. In that case 
retail prices and the cost of living are bound to 


rise but it is no use blaming the Government 


for the increase of prices—the blame should be 
laid fairly and squarely on the shoulders of 
those who have insisted on inflating wages. 
Each year the statistics show that the price 
level has risen in close correspondence with the 
increase of the wage bill and the process is 
bound to continue until the workers realise 
that increasing wages all round can bring them 
no real advantage. 

It is with this background that I stress my 
firm conviction that sterling must as soon as 
practicable be made convertible, at any rate for 
current transactions. A free exchange market 
would provide the acid test of how our economy 
is operating. International conditions are at 
present favourable for the restoration of a free 
exchange and it may be hoped that the oppor- 
tunity will not be lost to carry through the 
internal measures required for that purpose. 


Reduction of Taxation and Government 
Expenditure Essential 


The improvement in sterling has_ been 
aided by various measures to restrict the supply 
of sterling abroad. It would have been better, 
however, if a similar restriction could have been 
enforced on the supply of sterling at home. It 
is true that bank credit has been tightened for 
individual customers and the increase in rates 
has discouraged some types of business. But 
the expenditure of the Government and of the 
industries owned or controlled by the State has 
continued unchecked and has largely neutral- 
ised the restriction of credit in other fields. 
Every year since 1945 my predecessors have 
drawn attention to the threat to enterprise and 
initiative inherent in the present level of 
taxation and now more than ever such qualities 
are essential if we are to survive in an in- 
creasingly competitive world. <A _ reduction 
of taxation is essential on many counts but 
there is small prospect of this being possible 
so long as Government expenditure is main- 
tained at its present level. This, indeed, is the 
central problem, the solution of which would 
unravel our other difficulties, and until the 
Government is able to tackle this problem the 
optimism engendered by the present favourable 
trends must be qualified by anxiety as to the 
longer-term prospects. 
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WESTMINSTER BANK LIMITED 





Continued Expansion of Business 





Lord Aldenham’s Review 





minster Bank Limited will be held on 
February 17 at the head office, 41 Loth- 
bury, London, E.C. 

The following are extracts from the state- 
ment by the Chairman, The Rt. Hon. Lord 
Aldenham, circulated with the report and 
accounts for the year to December 31, 1953: 

I am glad to report that our business con- 
tinues to expand; the number of our account 
holders has substantially increased and the 
volume of work passing through our books is 
correspondingly greater. Our policy of branch 
extension has made satisfactory progress during 
1953, and we have opened 21 new offices, 
bringing the total to 1,104. We have been 
helped by some relaxation of Government 
controls affecting building and expect to benefit 
still more in this way during 1954. 

In spite of this incregse in work and in the 
number of branches I am pleased to tell you 
that there has been a slight reduction in the 
total number of staff employed, whilst at the 
same time we believe that the high standard 
of service we have set ourselves is being well 
maintained. 

The accounts show a net profit for 1953 of 
£1,474,7360, which is £28,190 more than last 
year, after provision for taxation and appro- 
priations to inner reserves. 


"Ti annual general meeting of West- 


Dividend Decision 


We have been able to maintain the dividend 
at 18 per cent. per annum, a rate which has 
been rather surprisingly described in some 
quarters as ‘‘ meagre.’ It must be admitted 
at once that the declaration of this dividend 
has come as a disappointment to some of our 
shareholders, since several of our competitors 
have been able to declare increased dividends. 
But it should not be forgotten that for many 
years now this Bank has paid a higher rate of 
dividend than almost all its competitors, and 
that we are still in that proud position; nor 
should it be forgotten that, whilst any depre- 
ciation of investments suffered up to December 
31, 1951, had always been set off against 
Profits or Reserves, we decided to show in our 
published statement of June 30, 1952, the 
depreciation on our holdings of British Govern- 
ment securities which had occurred in the 
previous six months, without minimising that 
deficiency by any transfer from inner reserves 
or from current prof.ts. 

That temporary deficiency amounted to £7.9 
million compared with Published Reserves at 
that date of /9.3 million; it is true that this 
fall has been recovered since then, but after 
so recent and so sharp a reminder of the way 
in which the market value of even British 
Government securities may fluctuate we have 
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decided with regret that it is in the best 
interests of our shareholders that the whole 
of the profits of 1953, after payment of taxation 
and of the usual dividend, should go to fortify 
the Published and the Inner Reserves, upon 
which we rely to take care, not only of such 
losses as these, but of any others we may 
sustain through the normal risks of business. 


Balance Sheet Figures 

The Balance Sheet shows that during 1953 
the total of Current, Deposit and Other 
Accounts increased by nearly £27 million. 

On the other side of the Balance Sheet the 
total of our Advances, following the trend 
shown by Bank Advances as a whole, fell by 
£13 million, and the income from this item 
showed therefore a very substantial decrease 
compared with 1952. The contraction in this 
asset may be attributed in part to the lower 
level of the prices of raw materials and to the 
more liquid position of industry during the 
year. At the same time it may be mentioned 
that the terms of the request made by the | 
Chancellor of the Exchequer to the banks to 
exercise restraint in their lending policy, bears 
a little more hardly upon our Bank than upon 
some of the others because the proportion of 
our advances made to private and professional 
customers used normally to be larger than the 
average. 

The growth of our deposits, together with 
the lower level of advances, has necessitated 
an increasing use of our funds in the less 
remunerative outlets of Bills Discounted and 
Investments, which increased by £31 million 
and £21.5 million respectively. 

As a nation. our two main considerations at 
the end of each y*ar must be to judge how far 
progress has been made towards a real and 
lasting peace, and how far we have been able 
to add to our scanty gold reserves by earning 
a little more than we have spent. 

It is a great achievement that in spite of our 
very heavy and very necessary expenditure on 
defence, it seems certain that in 1953 we have 
paid our way. In the first half of the year this 
country showed a surplus of £26 million on 
its current international payments and receipts 
excluding defence aid; and it looks as if the 
surplus for the second half-year will not be 
less. The margin of srccess is narrow. 

The 1953 balance is likely to be some way 
short of the figure at which we must aim if 
after paying the service of our debts to the 
United States and Canada, we are to add to 
our reserves and provide funds for the develop- 
ment of the countries within the Commonwealth. 


Exports 


In considering how we are to increase our 
exports, the price factor is, of course, the first 








consideration, and it is most disturbing to 
tind many instances of our having priced our- 
selves out of traditional markets. 

But almost as important as price is the 
ability to: promise quick delivery, and the 
certainty of being able to keep those promises. 

A stable cost of living would greatly help 
our ability to give good delivery dates by 
lessening the risk of industrial disputes; and 
much has been achieved in this direction, 
both towards stabili y and towards minimising 
loss of man-hours in industrial disputes, during 
1953. There has been a comparatively small 
rise in the index of retail prices, in spite of the 
reduction in the food subsidies. It would be 
interesting to learn from our leading economists 
whether food subsidies may not to some extent 
have been ‘‘ feather-bedding ’’ foreign farmers, 
by keeping up the price of the commodities we 
import. Certainly the reduction in subsidies 
has not brought with it the corresponding rise 
in prices in our shops which many people 
feared. 


Effect of Competition 


Competition also brings in its train demands 
from overseas buyers for longer terms of 
payment. Such demands cannot unfortunately 
be compensated by easier terms of payment 
for our own purchases of imports, since these 
are in the main of raw materials and foodstuffs, 
unsuitable for long credit terms. Were a 
British manufacturer able to obtain the same 
length of credit in buying his raw materials as 
he has to accord to a foreign importer when 
selling the manufactured product, his financial 
problem would be much easier. But this Bank, 
and other banks, can help, and are helping, to 


overcome this difficulty, by providing finance . 


to our exporters to enable them to grant easier 
payment terms to the overseas buyer. Our 
Bank also maintains an intelligence service 
able and more than willing to help any manu- 
facturer wishing to expand his exports to new 
markets. 

The growth of our total exports to the dollar 
markets of North America during 1953 has 
been most useful; it is not always remembered 
that Canada is almost as good a customer of 
ours as the whole United States, and indeed in 
some years a better customer. 

In recent months there has been a definite 
recession in business in the United States and 
though we may hope that better methods have 
been evolved to avoid such serious depressions 
as those of 1929 and 1938, yet we must consider 
the effect on our economy which any marked 
recession in the United States would have. 

This leads at once to the study of the sterling 
area gold and dollar reserve. This reserve 
increased during 1953 from {£659 million to 
£899 million after providing £63 million for 
service of the United States and Canadian loans, 
an obligation which should always be regarded 
as a first claim on any dollars we earn. The 
increase 1s most welcome, but the reserve is 
still at a dangerously low level and could not 
be allowed to be substantially diminished, even 
if there were a serious fall in American pur- 
chases of sterling area exports. In such an 
eventuality the only possible course for us 


would be to cut our imports from America to 
the barest essentials. 


Convertibility 


It does not seem likely that full convertibility 
between the pound and the dollar would help 
us much at present. Until our national shop 
window has become as attractive to the whole 
world as the shop window of the United States, 
convertibility would seem to imply either a 
lower price for the pound sterling measured in 
dollars, or an even more severe restriction of 
dollar imports than we suffer from now. The 
latter device would be highly unsatisfactory, 
since it would lessen the volume of our own 
trade, whilst any foreign holder or earner of 
sterling would be free to acquire with that 
sterling dollar goods, unhampered by our own 
import restrictions. 

There have been welcome signs, however, 
during the year that our shop window is 
becoming as attractive as the American. 

Most certainly convertibility would help our 
invisible exports, and it may well be that the 
time will become ripe during 1954 for another 
tentative step towards it. But we must not 
again risk the disastrous experiment in con- 
vertibility of 1947 which resulted in our selling 
much too cheaply to foreigners the dollars 
which we so sadly needed, and still need, our- 
selves. It is clear how closely our problem of 
convertibility is linked with the problem of 
United States tariffs. 


Savings : Muddled Thinking 


The need for more savings both to permit 
increased exports by reducing home conasump- 
tion and to keep our machinery up to date is 
very great. In spite of this urgent need of 
Savings to support our wage structure many 
people seem to regard earnings of interest from 
savings as being morally less desirable than 
earnings by way of salary or wage; and in fact 
they are taxed even more severely. Pensions 
provide a striking example of how muddled 
our thinking is in this respect. Pensions are 
regarded as deferred pay, and are rightly 
treated as earned income; but where a pro- 
fessional man has to provide for his own old 
age the income from his savings is not regarded 
as earned. 

Much of this review has been devoted to the 
supremely important problem of our future 
exports, and to the bearing which the cost 
factor, the delivery date, the encouragement 
of savings, and the provision of bank finance 
have on this problem. 

If it were widely understood that the 
monthly export figure is in effect the nation’s 
wage-packet, with which to go shopping 


abroad—and we must shop abroad for many . 


things—we should have gone far to achieve 
that unity of purpose between employers and 
employed which is so essential to our export 
trade. 

A fair summary of 1953 would be that we 
have improved our defences, and we have 
improved our gold and dollar reserves; but 
that in neither respect have we moved nearly 
fast enough. We have not yet won back toa 
position of real security—and already it is 
almost nine years since the war in Europe ended. 


xivi 











Ae CG eee A Os OE eT en ee oe 




















MARTINS BANK LIMITED 





Statement by the Chairman, Mr. A. Harold Bibby, D.S.O., D.L. 





Increases in Dividend and Reserves 





general meeting of members of Martins 
Bank, Ltd., will be held at the head 
office, Liverpool, on February 106. 

In his statement, circulated to members, the 
Chairman, Mr. A. Harold Bibby, D.S.O., D.L., 
writes :— 

First may I be allowed to deal with the results 
for the year, which I trust you will consider 
satisfactory. While there has been some 
increase in operating expenses yet the net 
profits for the year are £819,921, being £73,612 
higher than a year ago. After a most careful 
review, your Poard propose a final dividend of 
10 per cent., which, with interim dividend of 
7% per cent., makes 17} per cent., less income- 
tax, for the year, compared with 15 per cent., 
less income-tax, for the previous year. 

This recommendation of 2} per cent. 
increase in the final dividend, if approved, is 
modest when compared with the increases in 
industry generally and not excluding the 
bank’s own employees who are already enjoying 
through increased remuneration the general 
profitability of our business; the share- 
holders still remain the poor relations in the 
enterprise. 

For the convenience of our members, the 
majority of whom have comparatively small 
holdings, we propose if future profits justify it, 
to pay the dividend as in the past in two equal 
parts. In the absence, therefore, of any 
unforeseen happening we should hope to pay 
8? per cent., less income-tax, in July as an 
interim dividend. 

After providing for the dividend, we propose 
from the balance of published profits to place 
£150,000 to premises redemption, {£100,000 
to staff superannuation fund and {£150,000 to 
published reserve. It will be seen that there 
is an increase in the published reserve, for, in 
addition to this allocation from current profits, 
we have considered it appropriate to transfer 
£1,044,179 from contingencies account, thus 
raising the published reserve to /£6,000,000, 
which gives additional indication of the 
strength of the bank. The contingencies 
account remains fully able to safeguard any 
calls that might be made on it. 

Compared with last year the balance-sheet 
reveals a small reduction of just over a million 
pounds in total assets which now stand at 
£359,885,065. Customers funds and other 
accounts at £330,303,378 show negligible 
variation. Advances are higher at £83,248,241 
against {77,135,655 and so are investments at 
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£120,184,980 against £115,509,994. On the 
other hand Treasury bills are lower at 
£50,490,000 against /61,780,000 with the 


result that the ratio to deposits of our more 
liquid resources is 34.60 per cent. compared 


with 38.22 per cent. We have continued our 
policy of holding a high proportion of short- 
dated Government stocks and this policy, 
consequent upon the general rise in values, has 
considerably strengthened our investment 
reserve. 


Changes in Directorate 


During the year there have again been changes 
in our directorate. It is with deep regret that 
I have to record personally and on behalf of 
the Board the death of Colonel Robert Vere 
Buxton, D.S.O., who was a deputy chairman 
of the bank and chairman of the London Board, 
and of The Honorable Thomas H. F. Egerton, 
who was also a member of the London Board. 

Colonel Buxton joined the London Board in 
1918, when the old private firm of Martin's 
Bank was amalgamated with the Bank of 
Liverpool. He rendered invaluable service to 
the bank over a long period of years and his 
influence and guidance in the City of London 
will be sadly missed. 

Mr. Egerton, who had been identified with 
the private banking business of Cocks Biddulph, 
absorbed by the Bank of Liverpool and Martins, 
had served on the London Board from 1923. 
He gave devoted service over many years. 

Mr. Edgar R. Bowring has been elected 
chairman of the London Board. No one could 
be more fitted to take Colonel Buxton’s place: 
before he moved to London Mr. Bowring 
served with distinction as a director and a 
deputy chairman on the general Board and we 
welcome him back in both capacities to our 
deliberations. 

We have had pleasure in welcoming to our 
North-Eastern Board Mr. R. A. Cookson, 
O.B.E., whose intimate knowledge of business 
affairs in the North-Eastern district will be 
of much value to the bank. 

The Right Honorable Lord Cromwell, D.S.O., 
M.C., L.L., K.St.J., has joined the Midland 
district board, in which area he is widely 
known for his public services, particularly in 
Leicestershire. 

In December last Mr. R. D. S. Crosse, O.B.E., 
was appointed to the Leeds district board and 
his extensive knowledge of the wool trade will 
be of great service to us. 

With the easement of building licences and 
materia's our programme of expansion in places 
where we have not hitherto been represented 
has made further progress, thereby providing 
additional service to our customers and strength 
to our bank. - 

I am glad to report that our staff recruitment 
is in a happy position; young men of the right 
type are coming forward and our encourage- 
ment to the staff to equip themselves for the 
higher appointments in the bank has met with 
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gratifying success. To all our statf we tender 
our sincere thanks and appreciation, particu- 
larly to those who carry the higher responsi- 
bilities. 

The reduction of the Bank Rate to 34 per 
cent. on September 17 last is generally con- 
sidered to have marked a further step in the 
Government's policy of making the rate an 
effective instrument. The immediate practical 
effect was largely technical for there was 
certainly no change of emphasis in the monetary 
policy and the selective control of capital issues 
and bank advances’ remains_ unaltered. 
Government borrowing, particularly by 
Treasury Bills, is cheapened and the refinance 
of loans falling due for repayment is made 
easier. The lower rate will tend to encourage 
and cheapen finance of new capital issues, thus 
helping industry, while the reduction in the bill 
discount rates helps foreign trade in particular. 
The change also suggests confidence in the 
Eisenhower Government’s ability to control 
a situation of trade recession in the United 
States should this occur. 

The successful conversion in October of the 
£577 millions of the 1? per Cent. Serial Funding 
stock due for repayment last November and the 
satisfactory subscription of £341 millions to the 
new 3 per Cent. Exchequer stock, 1962-63, 1s 
evidence of the confidence felt in the Govern- 
ment’s monetary policy. The steadiness of 
the sterling rate and the nation’s increased 


dollar balances reflect the Chancellor’s deter- 
mination to bring us back to national solvency. 

During the year there has been an epidemic 
of ‘‘take-over bids’’: some of them are 
obviously economically sound propositions, but 
too often the victims of these take-over bids are 
those companies which, by good and careful 
management, have ploughed back their earn- 
ings into their businesses and carried out their 
expansion without calling for additional 
outside capital. 

By adhering to successive Chancellors’ 
exhortations to conserve resources and exercise 
restraint in dividend increases, they have 
directly laid themselves open to exploitation. 
Too often the bidder merely wishes to take 
possession of the assets and ‘liquidate a per- 
fectly sound unit in our commercial or industrial 
structure. 

The profit to the bidder is clear, and the 
shareholder in the company who receives the 
bid sees a chance for a tax-free capital profit 
out of all proportion to his taxed dividends. 
This ultimately means the disappearance of 
many of the smaller firms who make so large 
a contribution to the virility of the country’s 
economy. 


1953—-A Year of Real Progress 


The year 1953 has been a year of real pro- 
gress: markets have been freed and the old 
feeling expressed in that humiliating phrase 
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‘I couldn't care less "’ is no longer heard except 
from the spineless. Instead, there is a growing 
feeling of confidence and hope with a realisation 
that things are really worth while and it is 
worth while to do them well. 

This casting-off of frustration was typified in 
the national upward surge of enthusiasm which 
found public expression in the Coronation. 
The country sensed that Britain and the 
Commonwealth have, in fact, a great and proud 
heritage and that the present generation is 
fully able to add in their time to the glories of 
the past. We now realise we need not be down 
and out given the enthusiasm and endurance, 
each in our own differing spheres, to give of our 
best. 

With the general and progressive freeing of 
commodities the individual—the housewife 
in particular—has an important responsibility 
in keeping down the cost of living. She is 
entitled to and should take every advantage of 
open competition in the purchase of the food 
and other commodities which she has to buy. 

To do so may necessitate her going to several 
shops instead of to one to obtain the best value 
and, given the opportunity and encouragement, 
no one is better at getting her full money’s- 
worth than the careful British housewife. She 
has the power in her own hands and it is her 
duty and to her advantage to use it to the full 
and thereby add her contribution to increasing 
the value of the pound and the purchasing 
power of her husband's pay-packet. 

The Government is to be congratulated on 
its general policy of decontrol and the orderly 
way it has been carried through. Our thanks 
and appreciation are due to those who have 
given so much time and constructive thought 
in evolving practical schemes to put this into 
effect and, by rebuilding the futures markets 
for cotton, grain, and other raw commodities, 
enabling us once more to play our proper and 
essential role in the entrepot of commerce and 
the ironing out of wide fluctuations in the prices 
of primary commodities. 

The need for greater and greater production 
and more and more exports is as urgent to-day 
in our convalescence as it was at the height of 
our financial illness but there the Government, 
while offering every verbal encouragement, 
does everything to make it not worth while or 
less worth while by taxing industry and, more 
particularly, individuals at proportionately 


higher rates in accelerated ratio to their 
increased effort. 
Last year’s Budget was a step towards 


restoring incentives but, until a man earning up 
to, say, £20 a week can be assured that the 
tax-gatherer will leave him with at least 15 
shillings in the pound at his top rate of tax and 
the man in the higher categories, who by his 
ability and energy earns considerably more, is 
left with a minimum of five shillings in the 
pound, again at his top rate of tax, there is no 
realistic incentive for either to exert himself to 
the full. This could be brought about in both 
cases in various ways but perhaps the simplest 
method would be by adjustments in the 
earned income allowance and by lifting the 
limit now imposed. 

The older generation which is slowly passing 


out of the productive field has acquired from 
the past the habit to work almost regardless 
of the net reward—this habit dies slowly. 

The coming generation looks at things from a 
different angle and weighs up the extra effort 
required against the net remuneration and so 
often comes to the more logical conclusion that 
the energy or risk, or both, are inadequately 
rewarded and would rather have a more 
leisurely time with, if possible, a pension and 
so avoid the restraints inherent in saving from 
taxed income. 


High Taxation the Negation of Thrift 


High taxation is the negation of thrift, the 
fairy godmother of extravagance and the 
advocate of ‘‘ let us eat, drink and be merry, for 
to-morrow we die,’’ as die industrially we 
surely shall unless efficiency, energy, the will to 
expand and the elimination of waste are 
encouraged. 

The present day-to-day mentality is fostered 
by the knowledge that, before we die and 
certainly when we do die, the results of our 
life-time of toil and thrift will be seized by the 
tax-gatherer and that the industrial structure 
which we have laboriously built up will suffer 
for the lack of the financial support which has 
been removed by the Inland Revenue and, 
finally, by the death duty department who 
shed no tears over the hardships they leave 
behind. 


All this is abundantly clear in the case of the 
small private businesses which make up so 
large a part of the industrial economy of the 
nation and provide so much employment, but 
it is equally true, though the process is slower 
and less dramatic, in the case of the larger 
public companies. 

Sufficient funds are not left in industry after 
paying the high taxation to replace their worn- 
out assets, the tools by which they earn 
sufficient to pay wages and install new 
machinery. To purchase and pay for the new 
or modernised factory, the only alternative to 
incurring a fresh debt by issuing debentures 1s 
to invite the public to subscribe new risk 
capital. 

Even if the public has the cash available, 
after paying their own high taxes, there is little 
encouragement to put depleted savings into 
business which, if it is successful and makes a 
profit, has again to suffer penal taxation,- and 
in an atmosphere where it is considered by 
some -to be almost immoral to make a profit 
at all. 

The same disincentive affects everyone, be 
they shareholders, executives or employees; 
all are frustrated by the lack of inducement 
to fulfil their true functions to the best of their 
ability. 

The shareholder, the man who puts up the 
capital to make the project possible at all, is 
discouraged from risking his money on a 
‘‘ heads you win, tails I lose ’’ taxation proposi- 
tion. The executive has little encouragement 
to accept higher responsibilities with attendant 
worries, seldom getting away from them when 
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he leaves his office, for so little increase in his 
net reward, and the workman by working 
harder or longer on piece rates or overtime 
* merely works himself into higher income-tax 
group so that his extra effort does not make 
a proportionate difference to his net pay packet. 


Extra Skill and Effort Should Bring Extra 
Rewards 

It is rightly accepted by all, particularly by 
the trades unions, that extra skill and effort 
should bring extra rewards, and effect is given 
to this in industry by increased rates for 
overtime and piece rates, but the Treasury has 
deliberately set out to nullify this whole con- 
ception in demanding, by taxation, a higher 
percentage of earnings in almost direct ratio to 
those rewards for increased effort. 

The continuous calls from the Government 
to industry to exercise more ‘‘ drive, courage 
and vision ’’ sound rather insincere when these 
are the very commodities that deliberately they 
choose to tax almost out of existence. 

If the incentives to earn more were restored 
and taxation adjusted so that a greater and not 
lesser proportion of that increase could be 
retained by the earner, then, and then only, 
would there be a voluntary and eager increase 
in effort and output. The spirit of adventure 
would be rekindled and, as in days gone by, 
another new generation of men would arise 
who, by boldness, foresight and toil would 
work themselves from the desk and bench to be 
the founders of new and great industries, to the 
benefit of the country and the countless 
thousands who would be found employment. 

The Australian Government has brought in 
a ‘‘stimulus’”’ budget providing substantial 
reductions in company taxation and in income- 
tax. It is designed to give the utmost possible 
encouragement to individual effort, to business 
enterprise and to individual and collective 
Savings. 

It is to be hoped that our next budget will 
follow similar lines, having had a lead from a 
younger member of the Commonwealth family. 
But how isallthisto be done? A large proportion 
of our taxes goes in the servicing of the national 
debt on which our national credit depends and 
on defence. In these critical days, only a 
madman would advocate risking our national 
security by reducing our armed forces below 
the safety limit but the determination of where 
this limit lies must be left, and properly left, to 
those qualified by a full knowledge of the 
overall position. All we can urge is that we 
get full value for the vast defence expenditure. 

Apart from these two items of Government 
expenditure the rest, however desirable, must 
not exceed our ability to pay for them and 
must pass the acid test of whether they 
produce really worthwhile results. 

One pound of our income can only be spent 
once. We have the choice of saying ‘‘ White- 
hall knows best ”’ and let Whitehall spend that 
pound for us or we can insist that we know our 
own individual needs better than the gentlemen 
of Whitehall and demand to be allowed to 
spend it as we think best and wisest. What 
is certain is it cannot be spent twice. 
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1853— 1953 


The Chartered Bank of India, Aus- 
tralia and China was incorporated 
in England by Royal Charter on 
29th December, 1853, and during the 
ensuing century its system of 
Branches has been progressively 
extended to most centres of com- 
mercial importance throughout 
Southern and South Eastern Asia 
and the Far East. At all these 
Branches a complete banking service 
is available and, in particular, 
facilities are provided for the financ- 
ing of international trade in co- 
operation with the Bank’s offices in 
London, Manchester and Liverpool, 
its Agencies in New York and Ham- 
burg, and a world-wide range of 
Banking correspondents. 


THE GHARTERED BANK 
OF INDIA, 
AUSTRALIA AND CHINA 


Head Office: 38 Bishopsgate, London, 
EX<.2. 


For One Hundred Years the Standard 
Bearer of the British Financial 
Tradition in the East 























DISTRICT BANK LIMITED 





Results Show Satisfactory Improvement 





Sir Thomas D. Barlow’s 


Statement 





HE chairman, Sir Thomas D. Barlow, 

G.B.E., has circulated, with the report 

and accounts, his statement to the 
shareholders of District Bank Ltd., prior to the 
124th annual general meeting to be held on 
February 12 at the Head Office, Spring 
(gardens, Manchester. 

In the course of his statement the chairman 
said: 

From the Balance Sheet you will see that 
deposits, which have been running at a higher 
level throughout the year, now stand at 
{251,000,000 and exceed last year’s record 
figure by £3 millions. Our liquid assets—Cash, 
Money at call and short notice, Treasury Bills 
and Bills of Exchange—at 35.5 per cent. of 
our deposits, still show a high degree of 
liquidity. Investments are increased by £4 
millions; practically all our holdings of British 
Government Securities continue to be repayable 
at fixed dates and appear in the Balance Sheet 
below their market value. 

Altho.gh the figure for Advances is larger 
than it was twelve months ago, the average 
level of lendings has not varied greatly from 
that of the previous year, and the higher figure 
recorded embraces certain advances of a very 
temporary nature. Our lendings continue 
to be well spread over the whole range of 
industry and it is pleasing to report that toa 
growing extent our funds are being used to 
turther the export trade and to assist other 
industries of major importance, including 
agriculture which has the heavy responsibility 
of providing so much of the country’s food. 
From this it may be gathered that within the 
limits of the Chancellor’s directives every 
effort is being made to help enterprises which 
contribute to the nation’s prosperity. 


Profit and Dividends 


The year’s results show a satisfactory 
improvement. After the usual provisions 
have been made, net profit at £559,744 is 
£44,072 higher and, with the amount brought 
forward, the disposable balance is £854,105. 
We are appropriating £200,000 to General 
Reserve and, since we feel the time has arrived 
when there is justification for an increased 
payment on the “A” and “ C’”’ shares, we are 
recommending a final dividend of 10? per cent. 
on these shares (making 20 per cent. for the 
vear). We are also recommending the maxi- 
mum dividend of 5 per cent. on the “B” 
shares (making 10 per cent. for the year), all 
dividends being paid less income tax. Subject 
to satisfactory profits being earned, it is the 
intention of the Board to recommend that this 
annual level of distribution be maintained, and 
that the dividend should be paid in equal 
half-yearly instalments. There remains a sum 
of £344,078 to be carried forward. 


Much has been accomplished since the gold 
and dollar deficit inherited by the present 
Government threatened a financial crisis 
Indeed another year’s progress has proved the 
soundness of the correct measures which were 
adopted. Our balance-of-payments position for 
the tirst half of 1953 showed that, even excluding 
Defence Aid, there was an over-all surplus and 
a balance was nearly reached with the Dollar 
Area. The upward surge in the cost of living 
has been checked, production has improved, 
and we have added to the national income. 

Nevertheless it must be reccgaised that 
neither our gold nor dollar reserves, expanded 
as much as we had hoped, and our exports 
gained but little ground whereas those of the 
United States, Germany and Japan forged 
ahead. This is disquieting and, as we are 
likely to experience keener competition in 
overseas markets, the consequences may 
become more manifest during 1954. 


Export Problems 


[It must be admitted that trading conditions 
are in many ways exceeding!y difficult and 
subject to incalculable changes. A year ago 
monetary and investment policy was framed 
to restrain home demand for capital goods for 
which there was strong overseas enq.iry and 
not to depress the internal trade for consumer 
goods for which overseas demand had declined. 
With tax concessions modifying that policy 
to-day, and with g-eater external demand for 
consumer gods, it may well be difficult for 
exporters to accommodate themselves to these 
changes to say nothing of numerous other 
complications. 

Of recent months there has been some lack of 
sterling and, as at the same time more dollars 
have been available, there has been a growing 
tendency for certain countries to buy from the 
United States rather than from us. It is also 
inevitable that there should be some slackening 
of demand as we move into a buyers’ market 
because customers tend to delay their orders 
in the expectation of lower prices. Further- 
more, various incentive schemes by which 
some countries seek to increase their sales 
abroad hamper our exporters, whilst barter 
agreements and political influences impede the 
normal trend of international trade. 

In so far as ind-ustrial stocks and the nation’s 
larder have been replenished, the balance-of- 
payments position is better than it might 
seem and, because we have been importing 
whilst commodity prices have been falling, our 
purchases would at least appear to have been 
well timed. Satisfactory as this may be, tt is 
reassuring to have it from the Chancellor 
himself that internal trade has not risen to 
such an extent as to overstrain productive 
capacity or starve the export industries. 





The shedding of numerous controls has at 
one and the same time freed production and 
helped to restore consumers’ choice with the 
result that a much wider and more attractive 
range of goods in increasing volume is finding 
its way into the shops. We might welcome 
this flow and variety as proof of the resurgence 
of initiative and enterprise, but I think we can 
also do so in the expectation that they will 
spur the community on to greater effort to 
earn more in order that they may buy. 

For so highly industrialised a country as 
ours there should be no doubts about the need 
for expansion and development. The re- 
vitalised home market is but another step 
towards the desired end and a move which, 
with the re-created monetary and _ price 
mechanisms, should make our economy more 
flexible, and therefore more efficient. 


The Importance of Productivity 

But despite what has been done to increase 
efficiency, it seems to me scarcely possible that 
exports will not fall far short of what is urgently 
required if wages are allowed to raise costs 
when many other countries are effectively 
containing their inflation. Moreover we are 
considerably hampered—as responsible 
quarters recognise only too well—by a serious 
lack of capital for industrial development. 
This may seem a tedious repetition of the 
obvious, but so inadequate has been the flow 
of capital over recent years that for industry 
as a whole it has been practicable to do far too 
little beyond offsetting wear and tear of equip- 
ment. 
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This is not to overlook high taxation, a 
lightening of which would most effectively 
augment the supply of capital for industrial 
development and so increase production. But 
without forgetting that heavy taxation is an 
evil or without lessening the pressure to get 
the fiscal burden reduced, it is in my opinion 
more realistic to rely on increased productivity 
because this is within our own power to 
accomplish. What is more, increased produc- 
tivity has much to recommend it since it is 
one of the surest ways to gain tax concessions 
and a higher standard of living. 

For the cotton and rayon trade increased 
productivity is of particular importance, seeing 
that over and above problems relating to 
capital and taxation it has to contend with a 
serious shortage of labour, the aftermath of a 
fallirg off in business a year ago. With 
the industry now working at full pressure there 
is every need to make the best use of existing 
machinery and manpower and so prevent the 
loss, through long deliveries, of orders, particu- 
larly those from abroad. 

In spite of growing uncertainties, however, 
Lancashire's position has been greatly strength- 
ened by the clearance of stocks and by the 
increasing demand for a very wide range of 
cloths. 

The termination of the operations of the 
Raw Cotton Commission was sooner or later 
inevitable, and the Liverpool futures market 
for trading in American cotton is to be re- 
opened in May. While there will be a universal 
wish for its successful operation, initial 
difficulties are bound to be experienced. 


If you are proud of your home... 


you will agree that to leave it unprotected 
is unwise to say the least of it. Loss and 
damage can come from many quarters— 
fire, storm, burglary, chief amongst them. 

The Householders Comprehensive 
Insurance Policy will cover your home and 
its contents in such a way as to leave 
nothing to chance. You will be wise to 
take advantage of the favourable terms 
offered in this Comprehensive Policy, and 
protect yourself against the possibility of 
loss which might well be financially 
crippling. : 


Special terms are available to Bank Officers. 
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CHIEF ADMINISTRATION: 188 FLEET STREET, LONDON, E.C.4 
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AUSTRALIA AND NEW ZEALAND BANK 
LIMITED 





Marked Progress 





Increase of Capital Approved 





The Hon. G. C. Gibbs’ Survey 





and New Zealand Bank, Ltd., was held 
on January 1, at 71 Cornhill, London, 
E.C. 3. 
The Hon. G. C. Gibbs, C.M.G., chairman of 
the bank, who presided, said: 


"Tana annual general meeting of Australia 


Australia 


The high wool prices of 1950-51 were accom- 
panied by a great expansion of purchasing 
power in Australia which resulted in heavy 
imports and severe loss of liquidity in the 
economy. Mainly because of the strength of 
the banking system this loss of liquidity did 
not lead to disruption of business, but, to 
prevent continued inflow of goods, the Govern- 
ment decided to impose import restrictions. 
The past year has seen real progress towards 
more stable conditions. Advantage has been 
taken of the breathing space afforded by 
import restrictions to reduce stocks gradually 
and restore the liquidity of traders and manu- 
facturers to a reasonably safe level on an 
orderly basis. 

Although the acreage planted to wheat was 
lower than in the preceding year, the yields 
were among the highest recorded. The rise in 
wheat output has been accompanied by a 
similar increase in meat production. Wool 
production increased by 14.6 per cent. to 
reach the record level of 3,851,000 bales. 

Australia’s known resources have recently 
been extended significantly by discoveries of 
uranium and other minerals. The search is 
still proceeding and the employment of new 
and more accurate methods of exploration 
makes the prospects of discovering mineral 
deposits, if they are there, far more likely than 
in earlier years. 

The latest development is the discovery of 
oil in the north-west of Western Australia, 
announced as recently as December 4 last. 
The significance of the strike has yet to be 
assessed in the light of further testings. 


New Zealand 


New Zealand suffered much the same kind 
of reaction as Australia following the sharp 
rise in export income in 1950-51. A heavy 
deficit in the balance of payments in 1951-52 
raised bank advances to record levels. The 
Central Bank imposed additional controls 
upon advances and instituted a system of 
exchange allocation to restrict the volume of 
imports. Merchants liquidated excessive stocks 
without forced sales or similar measures invol- 
ving business dislocation and bank advances 
declined sharply. Internal stability at high 
levels of employment has been achieved and, 
with good export receipts in prospect, the 
outlook for the present year is favourable. 


Between August, 1952, and May, 1953, the 
minimum balance which the banks are required 
to keep at the Reserve Bank was increased 
from 7 per cent. to 20 per cent. of their demand 
liabilities and from 3 per cent. to 10 per cent. 
of their time liabilities. This technique for 
controlling the volume of bank credit, which 
has not previously been employed in New 
Zealand, has immobilised a material propor- 
tion of our assets, upon which no interest Is 
paid. 

Accounts 


The accounts now before you reflect both 
the steady consolidation of the Bank’s business 
following upon the merger, and the improve; 
ment during the past year in Australia’s and 
New Zealand’s oversea trade balances, to 
which I have made reference. An increase 
over the year of £A26 million in Deposits, Bills 
Payable, etc., and a decrease of nearly £A28 
million in Loans and Advances to Customers 
are an indication of the extent of the reversal 
in Australia and New Zealand of the trends 
noted a year ago, when heavy payments for 
imported stocks, a slackening in domestic 
trade, and the severe import restrictions then 
in force made a considerable impact on our 
figures for Deposits and Advances. Modest 
increases in our Bills Receivable and Accep- 
tances for Customers figures this year illustrate 
the same tendency. 


Improved Liquid Position 


A noteworthy feature of the Balance Sheet 
is the great improvement shown in our liquid 
position in comparison with the previous 
year’s figures. This improvement is in line 
with the general restoration of liquidity, par- 
ticularly in Australia, and is illustrated by 
increases of over £Ar6 million in our Cash 
Balances, and of nearly £A13 million in 
Treasury Bills. 

Your Directors have taken this opportunity 
to strengthen the Bank’s published reserves by 
making a transfer from Profit and ‘Loss 
Account. The balance of the Reserve Fund 
now stands at the equivalent of £6 million 
English currency. 

The report and accounts were adopted and 
the dividend, as recommended, was approved. 
Votes of thanks were passed to the chairman 
and directors, and to the management and 
stati at home and overseas. 


Extraordinary General Meeting 


An Extraordinary General Meeting immedi- 
ately followed the Annual General Meeting 
when Resolutions were passed increasing the 
authorised share capital of the Bank from 
£17,c00,000 to £22,500,0c0 English Currency. 
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